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PREBPACE 


THE tendency toward combination in certain industries has 
attracted attention from three distinct groups of people. The 
student of economic history has seen in the movement a phe- 
nomenon as far reaching in its consequences as was the industrial 
revolution a century ago; the business man, from practical 
motives, has recognized in it a means for increased profits with 
lessened effort; the politician has interpreted it as an attack 
upon the inherited liberties of our people. Unfortunately, with 
but few exceptions, broad statements are made with insecure 
foundations in fact, though often in terms of impassioned oratory. 

The following studies were prepared for the purpose of sur- 
veying in detail the stages in the life histories of a selected group 
of industrial combinations. The cases chosen have all passed 
through a somewhat complex cycle, in which promotion, failure, 
and reorganization followed each other. Such cases illustrate 
best all phases of corporate history in a comparatively brief 
space. The student should not infer, however, that all industrial 
combinations have been as unfortunate as those described here. 
On the contrary many combinations promoted as extravagantly 
as any of these have enjoyed uninterrupted prosperity. 

I hold no brief for any particular public policy toward indus- 
trial combinations. I have sought to depict the facts as I have 
found them, without effort to shield persons or opinions, and 
without any ulterior motive. Nevertheless, I have been im- 
pressed throughout by the powerlessness of mere aggregates of 
capital to hold monopoly; I have been impressed, too, by the 
tremendous importance of individual, innate ability, or its lack, 
in determining the success or failure of any enterprise. With 
these observations in mind, one may hazard the belief that 
whatever “ trust problem ” exists will work out its own solution. 
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Vili PREFACE 


The doom of the inefficient waits on no legislative regulation. 
It is rather delayed thereby. Restrictive regulation will per- 
petuate the inefficient corporation, by furnishing an artificial 
prop to support natural weakness; it will hamper the efficient 
by impeding the free play of personal ambition. 

In the preparation of this book I have been under deep 
obligation to the many business men who have given me un- 
grudgingly of their time and their interest. Without their help 
the studies would have been bare statistical skeletons without 
vitality. I am, too, much indebted to my past students, par- 
ticularly certain industrious undergraduates at Harvard who 
have procured most valuable facts for me, and I wish to thank 
Professor William Z. Ripley of Harvard for inspiration in 
undertaking these studies, and the Corporation of Harvard 
College for appropriating money necessary to print them. I 
am above all indebted to my father for his great labor and 
accuracy in the detail of preparation. 

ASS aL: 


PETERSHAM, MASSACHUSETTS. 
August, 23, 1913. 
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CORPORATE PROMOTIONS AND 
REORGANIZATIONS 


CHAPTER I 
INTRODUCTION 


Turs book is a study in the financial policy of certain industrial 
corporations which at one time or another have found it neces- 
sary to undergo a reorganization of their capitalization. The stu- 
dent of medical science is often impressed with the light the study 
of the abnormal and irregular throws on the normal and natural 
processes of life; one may hope that an analysis of the pathological 
instances of industrial enterprise may be equally instructive re- 
garding the normal functioning of a healthy and successful indus- 
trial corporation. 

These studies deal with certain specially selected cases only. 
They are not exhaustive. Since 1890, many industrial enterprises 
of varying magnitude have met reverses and have undergone dis- 
tinct and fundamental changes in their financial organization. 
A few only of these are discussed in the following pages; but these 
few have been selected for their importance, and for the specific 
forms of failure and reorganization they illustrate. Effort has 
been made to present each case in sufficient detail to give it the 
individuality that belongs to concrete cases. All attempts to 
form generalizations have been postponed to the closing chapters 
of the book. This emphasis on detail has frequently forced the 
consideration of personal characteristics which do not necessarily 
form a part of a bare statistical outline. Such inclusions have 
been intentional, for the forces behind the outward form of statis- 
tical facts are personal. No business ever developed into a con- 
spicuous success or a conspicuous failure except through the 
ability or lack of ability of men. Corporations, outwardly the 
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most impersonal of the elements in our industrial organization, 
are in reality intensely human. 

The history-of.each of the corporations here considered may be 
divided into three parts, — the period of promotion, the period _ 
leading to failure, and the ‘period of reorganization and ‘possible 
resuscitation. The period of promotion is often characterized by 


“extravagant confidence in the economies of large-scale production 


and by excessive issues of securities. This was the case with the 
Cordage, Malting, Asphalt, and Shipbuilding promotions. ‘ane 
period may, on the other hand, be one OES mere re growth in bwhice a 
all business expands to wide dimensions & pehroteh 
internal growth alone, takes on the form of a ine iadietrial unit. 
This was the case with the Westinghouse and with the American 
Glue Companies. _ The period. of failure is usually one of long 
duration, and although it is often directly occasioned by 1 the ex- 
‘travagances of the promotion, its crisis may not occur for some 
years. Hugh Miller, placed as a young man in charge of a small 
branch bank, once remarked that he found little difficulty in de- 
termining those of his customers who were on the verge of failure, 
but that he gave too little importance to the extraordinary efforts 
a man will make as he approaches financial ruin, and the failure 
invariably occurred later than he had anticipated. So it is with 
the large corporations. A failure may be clearly indicated by 
every significant sign, and yet the crisis be postponed for a surpris- 
ing length of time. It is usual, therefore, to find the period of 
failure relatively long, and marked by continued decline in the 
earning power of the corporation, rather than by declining credit 
as one might expect. ‘The crisis finally seems to come as the _ 
direct consequence of some Insignificant change, — such as the 


‘PATE 


1g ue Oo ‘th 1e emoney market, or ‘the. rise in the cost 0: of la or or 


really is & the operation of deep- seated and Pr Tereantoye causes 


that have been operating over a relatively long period of time. 

The period of reorganization is the period of reconstruction. 

Either the directors themselves or independent interests seek to 

set right what appears to be wrong. Additional capital is usually 
1 See later Chapters. 


INTRODUCTION. 5 


obtained. Often success results; still oftener the fundamental 
causes of disaster are not removed and the business has to pass 
through a second, third or even fourth reorganization. 

A sufficiently radical readjustment of the capital liabilities of a 
corporation to warrant us in calling the case a reorganization 
is almost always occasioned by a failure of some kind. But the 
conception of corporate failure is much less precise than would 
at'first appear. At the very outset it is necessary to distinguish 
between failure in the legal sense and failure in the business sense. 
The objective fact that a corporation is unable to meet its just 
obligations as they become due, which determines failure in the 
legal sense, is a conception at once too broad and too narrow for 
our purposes. It is too broad because corporations may become 
technically insolvent when they have continuously earned ample 
returns on the capital invested and are possessed of sufficient 
assets to meet their liabilities but yet are unable to realize upon 
them at once. The technical insolvency of the Westinghouse 
Company in the autumn of 1907 ‘is a case in point. The assets 
were ample and the enterprise successful, — wages, interest, and 
liberal business profits had been paid, and could still have been 
paid had it not been for extraordinary financial conditions. The 
legal definition is’ too narrow because a corporation may be able 
to meet its current liabilities as they fall due, but fail to earn suf- 
ficient margin to pay normal interest on the capital invested and 
normal profits to the business skill which manages it. If the cap- 
ital invested is represented by stock rather than bonds, and so 
cannot demand its interest at law, or if the men in administrative 
offices are content with meager salaries, and do not claim normal 
profits, the business is able to eke out a continued existence with- 
out becoming legally bankrupt. CZ ol the economic sense, j 


aifure than one such as the Wenochete frceleedey because the 
causes are more fundamental. 

Whether or not an unsuccessful business comes under the 
review of the courts depends largely on the form of the capitali- 
zation items, — whether these are entirely stock or are stock 
1 Infra, Chapter VII. 
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and bonds. The reason why upwards of 40% of the railway 
mileage of the country passed into receivers’ hands during the 


the word, during the depressions of 1903 and 1907 was that 
practically all their entire capitalization was in the form of 
stocks with no legally enforceable claims to interest and profits. 
This is a matter of great practical significance, — an enterprise 
may be a business success or failure but whether it is compelled 
by the courts to face financial readjustment will not depend so 
much on this as on the form of its capitalization. In a later 
section of this book, one dealing with the causes of failure, the 
attempt is made to further classify various forms of lack of 
success in business; but the present purposes of an introduction 
merely require us to note that lack of success in some form lies 
at the basis of any crisis in the company’s affairs which leads to 
a reorganization, but that this lack of success may or may not 
be such as to come under the review of the courts. 

A reorganization is a financial readjustment of a pronounced 
character. It is the alternative to the cessation of business and 
the winding up of the corporation’s affairs. Small businesses 
that have failed may be liquidated without serious consequence 
to any except those directly responsible for the misfortune. 
Large businesses are different. Their importance to the com- 
munity is great, and the interests behind them are varied and 
powerful. Liquidation of their assets would under the very 
best conditions involve waste and sacrifice. The most. co 
things in an established business are frequently its trade-matkse..cs 

~tts"good-will, ‘Tes trade Connections,.and.above.all, its organiza- 
“tion. These are intangible: they would be destroyed if the 
business were disintegrated and its assets given over to other 
hands and other uses. Not infrequently, the salable property 
of a corporation would not bring an amount sufficient to re- 
imburse the first mortgage bondholders or even the merchandise 
creditors. Under ordinary circumstances, therefore, when the 
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business operates in an industry where normal profits may be 
expected, it is better for the creditors and the stockholders to 
arrange some readjustment of liabilities, so that the business 
may be continued as an organized unit even though creditors 
as well as stockholders make a temporary sacrifice. A corpora- 
tion like the Westinghouse Electric Company manufactures 
machinery absolutely essential to our present stage of industrial 
development. It would have put a distinct burden upon the 
public had this Company been compelled to give up its business 
at the time of the failure in 1907, and so remove its competition 
in the field of heavy electrical equipment. To build up another 
organization from the fragments of the old would have involved 
the expenditure of capital that could better be used in other lines 
of production. At the time of its insolvency, the court used 
every possible means to help put the Company on its feet with 
the least interruption to its business, believing the interests of 
the creditors, the stockholders and the community would be 
better protected by this policy than by allowing the organization 
of the Company to be broken up. The commercial world 
waited anxiously the consummation of the reorganization, and 
the announcement of the termination of the receivership was 
considered a sign ‘of returning business prosperity. 

It will be convenient for us to understand, for purposes of 
provisional definition, that @ corporate reorganization is the form 
of financial readjustment adopted in the presence of real or threatened 
financial trouble, in order that the business of the corporation may 
be continued under more favorable conditions. It follows a crisis 
of some kind. It always involves a conspicuous readjustment 
of the capital liabilities, ordinarily accompanied by a reduc- 
tion in fixed charges, and by the addition of new capital. To 
accomplish these ends pressure usually has to be brought to 
bear upon the various classes of security holders but as has been 
said legal insolvency is not always necessary in order to bring 
about concerted action. The readjustment may be entirely 
voluntary on the part of the people directly concerned. The 
immediate conscious purpose is always to relieve an emergency 
by abrupt means; the ulterior purpose is to rehabilitate the 
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finances of the corporation, so that it may continue in business 
under improved conditions. 

The definition of reorganization given by Dr. Daggett in his 
study of railroad reorganizations cannot be applied successfully 
to the reorganization of industrial corporations. ‘The term 
is used,” he says of his own study of railroads, “ to denote the 
exchange of new securities for the principal outstanding, un- 
matured, general mortgage bonds, or for at least 50% of the 
unmatured junior mortgages of any company, or for the whole 
of the capital stock.”! It should be noted that industrial 
reorganizations occur very frequently in which no such exchange 
is needed, as in the two Westinghouse reorganizations.? It often 
happens, also, that a reorganization is accomplished by merely 
superimposing new securities over the old, — as in the American 
Malting Company’s reorganization of 1899, when the stock- 
holders consented to the liquidation of debts by the issue of first 
mortgage bonds.* As a general rule, too, industrial reorganiza- 
tions are simpler than those of railroad corporations. The 
original forms of capitalization are less varied. There are not 
so many different issues of securities to be refunded nor are 
there so many conflicting interests involved. Further, since 
they are manufacturing businesses, with, relative to the railroads, 
small investment in plant and large requirements for working 
capital, their reorganizations have turned quite as much on the 
provisions for new capital, as on the exchange of new securities 
.for old. 

The point in common among all reorganizations is that sac- 
rifices have to be made by the holders of securities, but the nature 
of these sacrifices must differ according to the nature of the 
enterprise and the seriousness of the failure.t In the reorgani- 
zations of industrial corporations the security holders play a 


' Daggett, Railroad Reorganization, p. 335. Harvard Economic Studies, 
Vol. IV. 

2 Infra, Chapter VIL. 

3 Infra, Chapter XI. 

* In a strict sense, these remarks pertain only to reorganizations succeeding 
lack of success. Of late, the Standard Oil, Tobacco, and Powder reorganizations 
have introduced a new type. 
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relatively more important part and the courts a relatively less 
important part than experience has shown to be the case in those 
of either railway or traction companies. As a result, the burden 
of making an equitable adjustment of the responsibilities and 
sacrifices between the various classes of security holders falls 
more upon the shoulders of the security holders themselves. 
The courts have shown less willingness to bring judicial pres- 
sure to bear, and more inclination to insist that the various 
parties concerned shall arrange their differences among them- 
selves. They have also shown more willingness to allow 
bondholders to exact the full measure of their contract, so that, 
as a rule, mortgage bondholders have been less harshly treated 
in industrial reorganizations than in railroad reorganizations. 
Besides the wage earners,! there are four classes of persons 
who are directly interested in the financial success of a large 
corporation. The first is that of the bondholders who have 
frequently a direct lien on the corporation’s physical property. 
They have usually had no voice in the management, and have 
been led to invest their money in the enterprise because of 
apparent certainty of income, and apparent margin of assets 
over liabilities. Their obligations are usually long standing, 
and mature only after a considerable period of time. The second 
class is the holders of short time obligations and open accounts, 
— the banks and the merchandise creditors. These men have 
been more alert to the situation than the bondholders, because 
they have been in closer touch with the business. Their claims 
to earnings are usually second to those of the bondholders. The 
third group concerned is the stockholders. They are the legal 
owners of the business, and in a strict economic sense, are the 
entrepreneurs. Because of the diversification of stockholdings, 
there has arisen the practice of delegating the managerial func- 
tion of the stockholders to a selected group, which, for the 
present purposes, we will call the officers of the corporation.’ 
1 The wage earners sometimes contribute money in order to put a business on 
its feet after a financial crisis, see Westinghouse Electric and Manufacturing Com- 


pany. Infra, p. 193. 
2 The old policy of selecting one of the largest stockholders to act as President 


still obtains in most small corporations and some large ones. The general ten- 
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They constitute the fourth class of interests. The distribution 
of the income of the corporation is in the order of the risk as- 
sumed by the various interests. The income received by the 
bondholders is largely interest, with only so much of economic 
profit as shall compensate them for their slight risk. As long 
as the corporation remains solvent their charges must be met. 
The bank creditors take greater risk, because their claims follow 
those of the bondholders; their “interest ” has, therefore, more 
of the element of economic profit than that of the bondholders. 
The shareholders, in strict speech, receive a return entirely as 
profits; but as most corporations have assets in excess of in- 
terest-bearing liabilities, some of their return must be considered 
interest on this excess. Of late years, especially with industrial 
corporations having no bonds, the shareholders’ return is largely 
interest. At all events it comes after payments to the debt- 
holders. Lastly, the administrative officials receive salaries for 
managing the enterprise, which are nothing else than pure 
economic profits, payments for entrepreneur ability. 

The attitude of both the courts and public policy recognizes 
the economic distinctions just defined. In either the liquidation 
of the assets of a corporation, or in its reorganization, interest- 
bearing securities take precedence over those which claim the 
earnings as profits. And this is in accordance with strict eco- 
nomic theory, for profits have an economic justification only as 
compensation for risk and skill of management. When the 
corporation fails, the very failure attests to unfortunate assump- 
tion of risk and misdirected business ability. The old manage- 
ment ceases to exist the moment receivers are appointed, and 


dency, however, is different. In a large number of instances, the President is a 
paid official, to whom is delegated the actual responsibility for managing the 
business. Many of the railroad and large industrial Presidents own but few 
shares in their corporations. Their powers are merely representative of the 
members of the Board of Directors, who in turn carry, in detailed administration, 
the risk and responsibility of the stockholders. Under this alignement of interests, 
the President is entirely an entrepreneur, and his salary pure economic profit. 
The position of “ most influential stockholder ” is now taken ordinarily by ‘‘ The 
Chairman of Board,” who receives no salary, and whose only economic profits 
arise through dividend disbursements, or enhancement of stock values, due to 
skill of management. 
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even in a voluntary reorganization, new officers usually take the 
place of the old. Their services were those of the entrepreneur, 
and the mere necessity of reorganization indicates the probable 
inadequacy of these services. The shareholders are next affected. 
Their part is that of the owners and profit sharers upon whose 
shoulders falls the chief responsibility of selecting the manage- 
ment, if not the actual management itself. To them the profits 
of the enterprise, in the form of dividends, have come in the 
past, or would come in the future. Had the business been 
successful, they would have reaped the largest benefit; it being 
a failure, they must bear the brunt of the burden. The hold- 
ers of the floating debt come third in sharing the sacrifices. 
Usually astute bankers, they are in a position to gauge the 
enterprise, and the income on their notes carries, ordinarily, a 
liberal margin above pure interest, to compensate for their risk. 
Lastly come the bondholders, whose position must be most 
secure, because they were least of all sharers in the risk and 
responsibility of the enterprise. Every reorganization in the 
history of our American finance has borne heaviest upon the 
officers and stockholders of the corporation, and lightest upon 
its bondholders. There are, it is true, degrees of sacrifice. 
Holders of preferred stock take precedence over the holders of 
common stock, holders of first mortgage bonds over the holders 
of debenture bonds; but the theory of the distribution of the bur- 
den is the same, the greater the element of economic profit in the 
income return, the greater the sacrifice in the reorganization. 


he sources of material used in the preparation of these studies 


have been three, — (a) Publications, where facts were given 
out by the corporation officials, or authorized by them; (d) 
Reorganization Committee, Court, and Government records; 
(c) Personal interviews. 

(a) Of the published material the first to be mentioned is that 


actually published by the corporation itself. This comprises _ 


stockholders’ annual reports, circulars to stockholders and in 
some cases to customers, letters to bankers for publication, and 
the various bankers’ and attorneys’ letters always scattered 
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broadcast at the time of promotion, reorganization, or change of 
_ capitalization. These are, of course, the most direct sources 
F available. They are, however, invariably colored by the point 
j of view of the corporation, and frequently unreliable because of 
? “sins of omission.” The other publications include “ author- 
i ° e e . . se os 
* ized” statements in the financial columns of the daily press and 
in the regular financial journals. Sometimes, but not frequently, 
these items embody criticisms from financial writers, or expres- 
sions of opinion and recitals of facts not directly authorized by 
the corporations. As a general rule, however, the statements } 
. . ! 
of the press comprise merely the facts made public through the/ 
publicity department of the corporation, or unreliable quotations | 
and hearsays,— the “news” upon which the stock-market 
trader feeds. In some cases, they are covert attempts to in- 
fluence the investing public by the insidious “ write-up,” with 
which many financial papers prostitute their pages. Dis- 
tinctly the most useful publication that we have is the Com- 
mercial and Financial Chronicle. Its accuracy is striking ““~ 
Over and over again the present writér has compared original 
reorganization plans and corporation r with the Chron- 
icle digests, and almost without excepfiotsho “important error 
~=“hhas been discovered. The files of the Chronicle, too, are acces- 
sible to most people, and th this “source has been referred to 
whenever references to currént “ ”? of 
mo Nenever reference: S te cul t news _#emed BeCeSat ys a 
* Corporations and bankers have SOtteH at stake in making a good impression 
on the public, that serious criticism, except in the most flagrant cases of fraud, 
seems difficult to obtain. It is always easier to print the good side; and the 
evil of misrepresentation by omitting to print the bad side is so indirect and 
diffuse that few publications which depend for their existence on advertising have 
the courage to do so. The ordinary “ write-up ”’ is perhaps the worst form, for 
its fraudulent character is less easily recognized by the uninformed investor whose 
eye it is intended to catch. Few people realize how numerous are the small finan- 
cial journals and investors’ magazines, and large ones, too, for that matter, which 
owe their existence to this deceitful form of advertising. What we want in this 


country is an unflinchable financial publication, conducted for love of the subject 
like the scientific and learned publications. 

It is important to note that the manager of the Boston News Bureau and the 
reet Journal is also the proprietor of a financial advertising agency. 
€ most serious errors noted were in connection with the United States 
ipbuilding Company; but nobody seemed to know the truth in connection with 


this concern. oS PILI ELIE NEI TES CTS ac 
—_ iat » . 
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(b) The second class of material comprises the reports of 
reorganization committees, of court litigation, and of govern- 
ment commissions. These documents are usually not biased 
in favor of the corporation or its ofpetals, but not infrequently, 
they show bias in the other direef ‘That tendency must be 
carefully considered, in giving pélemi Al documents their proper 


equation. The repor sof  onganiation.s committees are very. 
y,to.explain the reasons for the. 


ao aluable 


lure. Ithough these reasons do not always strike to the root 
the t trouble, they often suggest where to look for it. Such 
reports are, of course, ephemeral and issued for the specific 
purpose of influencing the action of a large body of stockholders; 
but they are written by men who have had access to the books 


and files of the corporation and commonly by men of high 


to be used in connection with the statement of unreliable faéts.? 
Court records are developed in litigation. The facts they sh 
are, therefore, colored by the ends sought by the litigants. The 
best of these records, when the bills of plaintiff and defendant 
are read together, afford very accurate and reliable information. 
If the company passed into the hands of the court, the receiver’s 
report is usually valuaple.} Of all this class of material, the 
government publications# ‘and reports seem least important. 
ee a the Industrial Commission ¢ of IQOI are useful to some 
difthi@hew material found there is disappointing. The 
men examined were on the defense, and the examiners seem to 
have developed the testimony along preconceived lines deter- 
mined by motives of political expediency. Then, too, there is 
hardly any evidence developed by the Commission that could 
not be obtained better elsewhere. One finds there, however, 
its of important plans and agreements, not otherwise 


Whe Receiver’s Report of the United States Shipbuilding Company, for ex- 
2 ile, was intended to influence public opinion against the corporation, and 


particularly against one man. 
#2 The Uhlmann Committee Report, in the American Malting Company case, 
d the Biddle Report, in the Asphalt case, are excellent examples of this kind 
of tiaterial. 
gr ’ Henry Tatnall’s reports in the Asphalt Companies case are excellent examples 
‘of full and courageous receivers’ reports. 


standing in the business world who would not allow their nee) 
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accessible to the general reader. Reference to these Industrial 
Commission Reports has been made wherever possible, because 

of that ease of reference, but the student of ous must ee) 
remember that political motives"aré-qtitegeneranyp Sfiinent — 
in all government “ trust investigations{’ '# The various vol- 
umes of the Bureau of Corporations contain a large amount of 
matter, but its soem value is CURLS lessened by, the vu un- 
willingness of the Bure irces and Te 


vegpon which its facts and judgments are ‘Based. Sea “the — 


ASSES SAP PIRES RSG EN IE 


a ~“—reyudices of the men connected with the Bureau their estimates 


and jud ents have been neither reliable nor permanently 
significant.” # 
The mo ealiele source of information accessible is the 


memories of the men who have been connected with the growth 

of our large business enterprises. When one realizes that the 
great industrial consolidations have developed in the immediate 
past, and that many of the chief actors are still alive, the impor- 
tance and value of evidence of this kind is at once apparent. 
Much of the outward history of corporations could be written 
many years hence, but an intimate knowledge of the motives 
that underlie this history can be written, if at all, only at the 
present time. Of course such testimony needs to be checked, 

and is subject to the errors resulting from lapse of memory, and 
from misrepresentation; but when properly used, it gives flesh 

and blood to the statistical skeleton. The evidence given by two 
classes of persons is especially valuable, the promoters A sere 
corporation officials on the one hand, and eee 
business antagonists on the other. There are cases when the 
descriptions of the same episode, as given by these two groups 


1 There is a willingness on the part of students of corporation finance to place 
an uncritical confidence in reports on corporations by government commissions 
merely because published by the governmental authority. It should be remem- 
bered that such investigations as the Stanley Committee on the United States 
Steel Corporation and the Pujo Committee on banking integration were insti- 
gated by Wall Street ‘“ wolves,” prompted largely by political motives and con- 
ducted by men with little knowledge of their subjects and no ee qualifications 
f’the investigation. 
¢ , for examples, the Report of the United States Steel concaee and the 
sdooatornel Harvester Corporation. 
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of men, are hardly compatible; but in the large majority of cases, 
business men face the truth with simplicity and openness, what- 
_ ever their private interests may be. When two men of entirely 
different view-points, and biased by different and obviously 
opposing motives agree in the explanation of a transaction there 
is good reason to believe in the authenticity of their common 
testimony. In gathering this kind of material it has been found _ 
wise to go directly to the men concerned. Sometimes this has 
——been done by personal interviews, sometimes by the submission 
of direct questions and sometimes by requests for comments on 
phases of corporation history with which they were intimately 
and personally familiar. As a general rule the writer of these 
studies has found that the “ nearer the top”? a man was, the 
more willingness he showed to codperate in making these studies 
complete in detail. 


CHAPTER II 


THE UNITED STATES LEATHER COMPANY 


h, Economic disadvantages.of-eombination in the sole leather industry, 17; pro- 
motion of the United States Leather Company, 18; early and continued failure 
of the Company, 21; speculative character of its stocks, 23; underlying causes 
of its failure, 24; first plan of financial readjustment, 26; first plan of reorganiza- 
tion and the reasons for its lapse, 27; revaluation of the assets of the Company, 
and plan of reorganization on basis of newly-discovered assets, 29; motive back 
of this plan, 31; final plan of reorganization, 33; justice of this plan, 39; sub- 
sequent litigation and the settlement, 44; summary of conditions, 47. 


CHRONOLOGICAL SUMMARY 


1892. Agreement not to wet hides for six months. 

1893. Organization of the United States Leather Company. 

1899. Plan for paying accumulated dividends first suggested. 
First plan of reorganization unsuccessful. 

1902. Revaluation of Company’s timber lands. 

1903. Second plan of reorganization unsuccessful. 

1904. Final plan of reorganization proposed. 

1905. Announcement of successful operation of plan. 
Incorporation of Central Leather Company. 

1906. Attempted merger of the two Companies. 

1907. Beginning of the Colgate litigation. 

1909. Decision of the New Jersey court against the merger. 
Final settlement of litigation out of court. 


THE reorganization of the United States Leather Company 
into the Central Leather Company affords one of the simplest 
and most instructive examples of modern reorganization finance. 
The financial difficulties of the Company grew out of the highly 
competitive character of the leather industry combined with 
the need of an abundance of working capital which the tanning 
of hides on a large scale requires. To these economic condi- 
tions was added the fact that the preferred stock, carrying heavy 
preferential dividends, was issued largely to acquire unproductive 
timber lands. The reorganization itself involved the question 
of the rights of preferred shareholders to accumulated but un- 
paid dividends and to a book-keeping surplus arising out of the 


supposed increase in value of tangible assets. 
16 


THE UNITED STATES LEATHER COMPANY 17 


ee 
The sole leather industry does not lend itself readily to large- = 

scale production. Little capital for plant is required, in pré- ons 
rtion to the ates cagtderend bark) are ag 8 

purchased in a highly competitive market, and the fmished prod- \ 

uct is sold under equally keen conditions of competition. I se 


American tanners buy their raw Argentina hides in_competition 
with Canadian and European tanners, and they sell their leather 
he ee ES is ai ak ieee een 
in_competition with the leather of these same tanners. The 
“markets. in which.they. buy.-and ‘sell_are, therefore, world-wide 
in scope. No large amount of skilled labor of a technical order 
——~‘s-required, for the tanning of hides is a long-time process in 
which the cost of labor is subordinate to the cost of the raw 
» material.. The small tanner who is near his bark lands can, 
__indeed, tan_a_few. hides a week quite as cheaply as the large 
__.-_tanner, further removed, can tan a hundred or a thousand times 
_..as many. Under these conditions it would seem that American 
tanners could derive little advantage from consolidation. Yet, 
in spite of these underlying facts, the sole leather industry was 
ne of the first to resort to centralized organization in the hope 
of allaying the disastrous results of competition and enhancing 
he profits through large-scale production. _At the time this 
consolidation was formed, moreover, it was represented _by the 
ee enema: a capitalization well over 
‘ a hundred million dollars. Viewing the matter broadly, then, 
we seem to have here a huge capitalistic combination seeking to 
apply the methods of large-scale production without the prop 
of a natural or legal monopoly and in the face of those economic 
conditions which favor small-scale production. 

A considerable part of the heavy sole leather of the country 
is tanned in Pennsylvania and southern New York state. Near / 
are the large hemlock and oak forests which yield the bark upon | 
which the tanning industry depends. For a considerable period , 
of time, until perhaps 1880, the tanners experienced no difficulty/ 
in obtaining all the bark they needed at nominal prices. Gradu- 
ally, however, as the more available sections of forest land were 
cut, and the bark became dearer, the tanners themselves began 
to acquire extensive areas of timber land in order to safeguard 
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without much regard to the question of whether it was_nearer 
his own tannery or that of a competitor. As a result the various 
timber holdings became so intermingled that economical ex- 
ploitation of the bark lands was impossible. _The price of sole 
leather fell steadily from 1884 to 1891, and competition among 


the tanners grew increasingly severe. In 1892 there were signs 
of marked over-production. As a_ result. the. _large_tanners 


dd _ entered into an agreement not 1 to wet ¢ any more ‘hides for a period 
‘of sixty days. The plan worked excellently_and. the. tannérs 
; wf were able to dispose of their surplus stocks without Sutfering a 
ale ‘Oss. ea! 
The favorable outcome of the agreement of 1892 and the 
pat “ widely recognized success of the oil, whisky, and sugar com- 
Ae a binations led five of the largest tanning interests to consider the |: 
" as ‘. possibility of making a more economical use of their bark lands. 
pe er “by merging their different interests in one company. The bark 
so" S each tannery could then be obtained from the nearest source, ///, 
obviously an economy of operation, — and with the conto | 
of a large proportion of the available bark, with economical 
methods of manufacture and decreased selling expenses, the 
tanners believed they would be able to produce leather more 
cheaply than their competitors. Then, too, some of the older 
men were desirous of organizing their business affairs so that 
their estates could be administered easily in case of their death. 
These were the chief reasons which led to the formation of the 
United States Leather Company in the spring of 1893. 
‘ The leaders of the movement appointed committees to ap- | 
BY tee 3 ‘praise the tanneries and bark lands owned by the interests that 
s&"  .< had consented to enter the consolidation. The property was 
then acquired by the consolidated company on the basis of the. 
ey : appraisals by issuing $100 in preferred stock and $100 in com-| 
“<< 5 mon stock in return for each $100 in the appraised value of the | 
is property. In other words, the Company paid for the tanneries | 
ag and bark lands by issuing its preferred stock and by giving an | 
y equal amount of common stock as a bonus. In this way the | 
leaders of the movement acquired approximately 110 tanneries, 


[wi supplies. Each tanner bought the land as it was offered 


| 
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controlled by some 60 leather houses. Besides the tanning 
properties the combination acquired about 400,000 acres of bark 
land and the bark rights on nearly 100,000 more. At the outset, 
the combination controlled approximately 72% of the country’s 
output of hemlock tanned leather, about 30% of the oak tanned 
and about 45% of the union tanned leather. From various 
lines of evidence it appears that the strongest firms in the hem- 
lock branch of the industry went into the combination, but the 
more prosperous oak and union tanners refused to enter, largely 
because they were not offered sufficiently liberal terms. It is 
fair to say that the United States Leather Company controlled, 
at its inception, about 58% of the sole leather tanned in the 
country. No promoter was instrumental in forming the con- 
solidation. Even bankers were not resorted to except for the 
sale of a small issue of debenture bonds. The formation of the 
Company may be looked upon, therefore, as typical of those 
cases in which manufacturers themselves united their businesses 
in the hopes of obtaining the economies of combination, and 
large-scale production. 

The United States Leather Company was incorporated in 
New Jersey, F ebruary 25, 1893 under the old ‘ KAct Concerning 
Corporations”*~approved™Aptil”y, 1875.1 The certificate of 


incorporation was afterward amended ® several times. The 


important items of its early financing can be expressed in a 
nutshell a as follows. The authorized capital consisted of $64,- 


000,000 preferred and the same amount of common stock. Of ae 


these amounts there were issued, after various.adjustments had 
been made, $62,282,300 of the preferred .and-$62,832,300. of the 
common.? The preferred stock carried 8% cumulative prefer- 
ential dividends, to be paid from the net earnings of the business. 
This was preferred both as to dividends and to assets in case 


of liquidation. Working capital was furnished by an issue oe 
4 fiond 


V 


of $10,000,000, debenture _bonds_ of which $6,000,000 were 
OSEAN ile aes OLS a ee a ee ae 


1 1877, Revised Statutes, 175; General Statutes, 907. 

2 Amended certificate dated April 29, 1893. 

3 The capitalization items were somewhat less at the very beginning on account 
of incomplete inventories of subsidiary holdings. 
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underwritten and issued at par through a syndicate managed by 


Heidelbach, Ickelheimer and any; 4% of these bonds 
were to be retired each year at not over 110%. The preferred 
stock was issued as has been said in return for the property of 
the various subsidiary tanners. With each share of the pre- 
ferred stock was given a single share of the common and $600,000 
par value of the common stock was also given to the syndicate 
underwriters as a 10% commission for underwriting the deben- 
ture bonds.!' Using the figures derived from the appraisals, it 
would appear that the United States Leather Company was 
possessed, at its inception, of property to the value of $63,- 
000,000. Distinctly different opinions _ exist as to whether the 
appraisals were . fair. The tanners who sold their” property to 
the Company ‘considered them just, whereas tanners not within 
} the combination considered them clear inflations of the actual 


_sisted.of bark lands, These were acquired on a basis of $9. 50a 
“cord for lands bought outright and $.50 a cord for lands with 
bark rights alond3/ These bases appear from other lines of 
evidence to be just. There may have been an over-valuation 
of the tannery property) All things considered, however, it 


eect a net 


seems fair to believe that the property acquired by the United 
States Leather Company had an actual market value of $60,- 
.299,000,.including the $6,000,000 in money obtained from the 
bankers. Against these assets the Company issued $131,000,000 
of securities, for nearly half of which the tanners admitted there 
was nothing tangible. The charges, including the cumulative 


dividends, required $5342, 584. 


* XIII Report of the Industrial Commission of 1901, p. 686. (The reports of 
the Industrial. Commission are hereafter referred to as R. I. C. ) 

* Of the various “outside” tanners, whose opinions have been obtained, several 
believed the values “ liberal,’”’ but not necessarily excessive. One believed the 
appraisals “double the actual value,” another “ very much greater.” Those 
who spoke disparagingly of the fairness of the appraisals showed by other com- 
ments that they were unfriendly toward the consolidation. 

* Listing Application to the New York Stock Exchange, dated June 21, 1893. 
(The listing of the 6 % debenture bonds.) 

{The tanneries were valued on the basis of their vat capacity. The estimates 
appear too large on the basis of reproduction cost. 
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The financial position of the United States Leather Company, * ead 
with respect to other capitalistic combinations of the time Sites: - 
deserves some comment. At its formation in 1893 it had the |” 
largest book. capitalization of é any “American industrial Sie 
catoye bees "The component companiés” of “the recently dissolved 
Standard Oil Trust had at that time a little over $102,000,000; 
the American Sugar Refining Company had an authorized 
capital of $75,000,000; the National Lead Company a little less 
than $30,000,000; the American Tobacco Company $35,000,000; 
and the United States Rubber Company $50,000,000. All the 
other industrial combinations then in existence had yet smaller 
capitalizations. . 

The capitalization figures of the United States Leather Com- 
pany express the unbounded optimism with which the leaders 
of the enterprise entered into the work of managing the new 
combination. The old leather interests, represented by men pea ut ¢ 
who had conducted’ their. ‘separate businesses for thirty years |, sreeke 
atid more under conditions of ree competition{ | believed that the 
‘low price of the finished [product was directly. attributable to the 
severity of competition. They confidently expected that when 
cone 
the Ee had been introduced, a period of 
high prices and trade prosperity would necessarily follow. Ac- yor é. 
cording to a prospecttis issued at the time the Company was ae vere 
formed, the constituent tanners had been making net profits of V fhe : 
3¢ over $4,800,008%2 This statement was made in face of the fact 
that the business had been demoralized for two and a half years 
preceding. In addition the tanners believed they would achieve 
large economies by reducing the number of salesmen and sub- 
agencies and by closing the tanneries less advantageously situ- 
ated.? In n spite of th these economies, however, the immediate 


ene 


Ge The rng Wado xe state that fon ‘their knowledge of their. own, earnings 
for the past five years of the businesses which have been conveyed tg the Company 
have exceeded eight times the amount needed to pay the annual interest and 
sinking fund charges upon the six million debentures now issued.” 

2 These economies were undoubtedly introduced. The closing of the tanneries 
is reflected by the fact that the United States Census records 1,749 plants in the 
country for 1890 and 1,309 in 1900. These figures show the general tendency: 
toward concentration but do not, of course, reflect alone the conditions brought 
about by the formation of the United States Leather Company. 
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_result.of.the.combination, was failure. During the first_year of 
“its history the United States Leather Company showed a net 
‘loss of TOX mately | $1,340,0 000,!*Subséqtiently its net earn- 
ings increased, but in no year of its history did they warrant the 
declaration of the full 8% dividend on the preferred stock which 


the original contract between the corporation and its stockholders 


| required. In cee 5, the Company paid 6%. Rumors were 
\circulated, as an “unauthorized assertion by one of the directors,” 
= * that the preferred would soon be put on the full 8% basis. 
The following year, instead of this, the preferred shareholders 
‘received merely 1%.° Needless to say, no dividend was paid 
on the common stock. 

_ The failure of the Leather Company to earn the expected 
dividends, coupled with its heavy. italization, | gave both the 

* 60 Commercial and Financial Chronicle, 391. (The references to the Com- 
mercial and Financial Chronicle are hereafter abbreviated, Chron.) 

2 62 Chron. 412. 

’ The following table indicates the amount of dividends paid, the earnings, 
and the accumulated unpaid dividends from the beginning of the company. The 
earnings represent net earnings applicable to dividends, after the payments of 
interest on debentures. It is assumed that the payments to the sinking fund 
of the debentures represent a proper charge to depreciation and may therefore 
be deducted before determining j The dividends were cumulative 
from May, 1893, which accounts for the fractions. ¥ 

- Accumu- 
On Pref. On Pref. Amount Paid lated Div. 
Earned Paid On Pref. on Pref. 
Year Earnings % % — Stock Unpaid 
May 1, ’93 to Apr. 30,’94 —$1,340,404 —2 > 
May 1, ’93 to Dec. 31, ’94 +> 726,473 Tat 7 
1895 9,359,833 15 6 $3,736,038 
1806 — 2,017,037 -—3 I 622,823 $21.33 
1897 312371372 5 4% 2,958,409 25.33 
1898 1,821,921 a 4 2,491,202 28.33 
1899 4,947,601 8 5 3,114,115 31.08 
1900 2,281,511 3 6 31736,938 33.08 
IQOr 5,888,455 03 6 3,736,038 35.08 
1902 4,595,589 7 6 3,736,938 37-08 
1903 1,086,005 1} 6 3,736,938 39-08 
1904 3,645,267 6 6 3,736,038 41.08 
Total to Jan. 1, 1905 $35,573,080 mek 2 $31,608, 267 
.(Time of reorganization) 
1905 6,178,457 10 6 3,736,938 43-08 
$41,751,537 Boos a0 $35,345,205 


Total surplus from net earnings at time of reorganization, Jan. 6, 1905, $3,064,813 
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common and preferred stocks a highly speculative character. _ 
During 1894 the market price of the preferred stock ranged, with 
considerable fluctuation, about $60 a share. The following pwr vA 


May, because of the somewhat larger earnings, and also the wide oo” 


circulation of that “unauthorized assertion of one of the direc- mice 
tors ” that the full 8% would soon be paid, the price of the pre- wh etch eh 
“ferred stock reached almost its par value. This was the highest ~ as APY ‘ 


point the stock attained until the time of the reorganization of ® ; 

the Company nearly ten |_years later, In 1896 the Company 184 4 

was operating its tanneries @t a loss and the market price of the 

preferred stock declined to about $40 per share. During this 

period the common stock had a mere nominal quotation of $5. 
In the years immediately following, the stocks of the Leather 

Company were little more than speculative dice for Wall Street. 

The failure of the preferred stock to receive the full 8% dividends, 

any unpaid balance being cumulative, gave that glamor of the 

unpredictable upon which stock speculation thrives. The 

common stock had hardly this interest. Speculation is most 

active in. low-priced,..non-dividend paying securities, but..even 

“these must have some pretence to value, either actual or poten- 

‘tial..-The c common stock of the ABeranTe Company had neither, 

apparently, Issued as a bonus to the holders of the preferred 

stock it was offset, in every balance sheet of the Company, by 

the highly suggestive phrase ‘“Ugoocamill, etc.” Any potential Cacd Ahab 

earnings it might ever have had were rapidly absorbed by the 

constantly accumulating load of unpaid dividends on the pre- 

ferred stock. Its only possible value lay in the voting power it 

carried, and this was merely nominal, as the control was closely 

held by the original leather interests. The only exception to this 

dead level of neglect in the eleven years during which the common 

stock was quoted on the New York Stock Exchange occurred in 

November, 1899. Ordinarily the stock had been quoted within 

a narrow range between $5 and $10 per share. During October 

of that year it assumed increasing speculative activity until on 

the 25th its market quotation rose to $25 a share and on the 6th 

of November to $40.87. Two days later it fell back to $20 a 

share, and by November 2oth it was again quoted at $10 a share. 
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During this brief period the original leather interests disposed 
of the greater part of their holdings of common stock, reserving 
for themselves and their families only the preferred | stocl? The 
episode was caused by ana attempt on the part of James R. Keene 
to “corner” the floating supply of the stock?) The leather 
interests in control of the Company had nothing to do with this. 
episode and were annoyed at the time by the sudden activity of 
their security. 

This history of the sole leather combination to 1899 is in sharp 
contrast to the optimism of its promoters. If one were asked 
to uncover the fundamental causes which explain the contrast, 
one would give three important reasons for the failure of the 
Company during the first years of its history. 

The most potent causes for the early failure of the Leather 
Company lay in the_general business depression which prevailed 
immediately after its formation. The Company began its life 
only two months before the failure of the National Cordage 
Company seriously injured the confidence of people in industrial 
combinations,’ and only four months before the crisis of 1893 
reached its most critical stages. The first_four_or_five..years 
following-theipanic of 1893 showed marked industrial stagnation. 
It is certain that, had the tanners recognized the full significance 
of of the ominous | signs in the business world they would not have 
formed_the -consolidation rn that time. “The relatively long 

time required “for t the manufacture of leather aggravated the 
difficulties resulting from the depression. Between the purchase 


(he speculative character of this episode is illustrated by the large volume of 
sales. There were outstanding 628,823 shares of common stock. During the week 
from June 3 to to, 1899, a fair illustration of the normal market, 350 shares were 
sold. During the week November 4th to roth, 545,995 shares were sold, — nearly 
the entire issue of stock. November 7th was a holiday, so this represented an 
average market of 109,199 shares a day, for a stock which, six months before, had 
averaged about 50 sharesa day. In the three weeks from October 21st to Novem- 
ber roth, 1,403,330 shares were sold, over twice the outstanding stock. 

It was generally believed by the officials of the Leather Company that Keene 
was acting for one of the Rockefellers who had become impressed with the poten- 
tial value of the Company’s bark lands and wished to acquire a large interest in 
the Company. 


3 Infra, p. 140. 
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of green “ packer ” hides in this country and the actual sale of 
the finished leather to the domestic consumer, from six months 
to a year elapses; and between the purchase of Argentina hides 
and the settlement with the foreign consumer this period may 
be extended to a year and a half. At a time of falling prices, 
like that of the middle nineties, the p price of hides lags behind 
“that of leather. - “As a result the Company fo found itself f repeatedly Cs 
‘ _compelléd” to'sell leather for less than its cost of production. It 
was embarrassed, in the second placé;* , by thelarge amount of 
unproductive assets for which it had ore its preferred stock. 
“Part of this preferred stock was represented by bark which it) (v¢Y~ Cet 
had taken over in the expectation of an increase in business.\ 
When the expectation was not realized the heavy stock of bark | 
acted as a dead weight upon the Company.! zg ) The bark lands, 
too, represented an investment upon which 8% in dividends | 
were accumulating, yet they were without value until the Com- | 
pany could command enough remunerative business to warrant 
their use. In a very real sense the Company was _dand.paor.” 
A thirc son for lack of success.lay.in the competitive condi- 2 
tions 408 the tannin pning industry. Competition was inevitable and ~ 
the small well- equipped tanneries were in a strongly intrenched 
position. This competition was not eliminated through the 
combination, as its promoters had hoped. The prices of leather 
were fixed on as competitive a basis after its formation as before. 
From the beginning the Leather Company feared the large, 
independent oak and union tanners, who controlled more than 
half the domestic output, since the oak and union tanned leather 
was quite largely consumed in the American market. The 
independent tanners had on their side the advantages of small- 
So ae pach cl the immumty, 
of manufacture, Even in the hemlock branch of the industry, 
where the United States Leather Company was dominant in 
this country, conditions were hardly less competitive. A very 
large part of this hemlock leather, made from Argentina hides, 


cy In addition to its own bark lands, the Company had entered into contracts 
for the annual purchase of considerable quantities of bark. Owing to the depression 
it could use only a part of these purchases, and thus stocks of bark accumulated 
while yet it was not in a position to utilize its own lands. 
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was exported to European markets where the American interests 
met the output of foreign tanners. 

From the formation of the leather combination, dividends in 
arrears on the preferred stock accumulated. It was natural, 
therefore, that various efforts should be made which looked 
toward the adjustment of these dividend claims. During a 
period of eleven years, beginning in the early part of 1899 and 
extending until the settlement of the Colgate suit in the winter 
of 1910, the Leather Company was struggling to rehabilitate 
itself from the load occasioned by these claims. Four plans of 
reorganization were successively proposed and three were widely 
circulated. All but the last met with utter failure. ‘The fourth 
plan of reorganization accomplished the desired end only after 
long protracted court litigation. In it, however, we are pre- 
sented with one of the least complicated reorganizations in the 
recent history of corporation finance. It is this simplicity which 
makes the United States Leather Company reorganization 
important as a type of industrial readjustments. 

The first plan of adjustment of which any rumor reached the 
financial world was proposed in the early part of 1899.1 At this 
time the preferred stock itself was quoted about $75 a share and 
the accumulated unpaid dividends amounted to about 
share. The plan was to give to.the-preferred-shareholders 10% 
of script in lieu of their, claims to dividends... This proposition 
to pay the claims of a favored class of shareholders by script 
offers the simplest kind of an adjustment of a contingent liabil- 
ity, The only question that could arise would be as to the 
amount of the script. The preferred shareholders would de- 
mand the full face value of their claims; the common share- 
holders would naturally refuse this demand on the ground that 
the preferred shareholders, favored though they might be, were 
still stockholders, not bondholders, and, therefore, under an 
implied obligation to bear some of the burden of an enterprise 
which proved less successful than had been expected. Whether 
or not because of this difficulty, the plan failed in this instance. 
It was not even presented to the stockholders. Still, in many 


1 69 Chron. 138. 
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mine I EE 


“plans. It recognized the justice of the preferred stockholders’ 
claim, and in the attempt to satisfy this claim it worked no 
hardship on the corporation itself, nor did it involve the sacri- 
fice of any nominal though perhaps unreal rights of the common 
stockholders. No heavy reorganization expenses were involved. 
Its great defect lay in its failure to guard _against_difficulties 
arising from further accumulations of unpaid dividends in the _ 

In this last particular the second plan,of adjustment was a great 2 | Crrere 
improvement. On August 22, 1899, a committee was appointed » ., , ¢q! 
by the Board of Directors “to consider the question of the settle-|¥~ y '* 
ment of back dividends on the pried stock of the company and. : 
the extinction of,the gumulative clause.” ! This committee was 
appointed a short time after the first plan was given up and the 
two attempts at adjustment were part of the same undertaking. | 
The committee reported to the Board on the 4th of October, 
to dividen -accumulated, (2) agree to the abolition of 

ment of their contract accept a non-| 

- and that in consideration of these_ 
concessions the ¢ommon shareholders relinquish 50% of their | 

holdings to the owners of the prelorree stock. These provisions | 
were embodied in a circular submitted fo all stockholders under 
date of October 10, 1899. After giving an outline of the plan | 
the circular goes on to state that the Directors recommend its — 

acceptance because of the growing burden of cumulative divi- 
dends on the preferred stock, which “ tends to injure the good 
name of the Company and is unjustly prejudicial to the stocks 
as investment.” It is further suggested that it might be desir- 
able that the common stock should have “a prospect of more 
immediate dividends.” At this time the Directors held large 
amounts of common stock. Furthermore, it was urged that 
the removal of the cumulative feature on the preferred stock 


1 Colgate v. U. S. Leather Co., Chancery in N. J., Hoyt affidavit, p. 3. Refer- 
ence is here made to the documents in the suit covering the reorganization into 
the Central Leather Company. These documents afford excellent sources of 
material covering the various plans of reorganization. 


respects, it was fairer to all concerned than.any.of. the subsequent 


the cumulative 
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and the reduction of the dividends to 6% would prevent any 
similar trouble in the future. 

This plan, like the first one, failed utterly. Out of 622,694 _ 
shares of preferred stock only 180,165 approved; out of the 628,- 
694 shares of the common only 43,429 approved,!—less than a . 
third in one case, and less than a tenth in the other. At first 
glance it seems as though the plan favored the preferred share- 
holders. This was not the case. The common stock was worth, 
during October, about $11 a share. The holder of a share of the 

—preferred stock was, therefore, giving up over $ 30 in accumulated 
id-dividenc Hmas;—F ishing his charter rights to 2% 
“dividends each year and the cumulative feature attached_to the 

remaini ; i returiceiving an amount of common 


in regard to industrial combinations was rapidly reaching its 
height. Then; too, in the present instance,.an adjustment of 
actual rights was difficult. No fraud could be urg@d on either 
side. Yet the preferred shareholders held to the wording of 
their contract, Shylock-like demanding their accumulated div- 
idends though there was nothing with which to. pay them; 
and the common shareholders, never having received a cent in 
dividends, regarded the whole affair as a snare, and were un- 
willing to relinquish any of their nominal rights, even though 
the actual value of their holdings would clearly be increased. 
The investor in corporation stock, especially the small investor 
whose knowledge of the management is indirect, will always 
gauge the value of his property by nominal rights and legal 


fictions rather than actual economic value. No reorganization 
in the entire hi of our railway and industrial finance which 


involved a readjustment of interests, was ever regarded as fair 


by. all. The most glaring defect of the plan lay i t 
the capital liabilities were not reduced. With Over $130,000,000 


1 Colgate v. U. S. Leather Co., Knapp Affidavit. 


$2,675,000 ' per the total capital. Had 
the committee osed to cancel altogether half of the common 
stock inste iving it outright to the preferred stockholders, 


the plan would have conformed better to the conditions. _ It 


would have been simpler, too, as it would have involved a sacri- 
fice on both sides instead of an attempt to balance one set of 
rights by another. 

For some time after the failure of this plan nothing was done 
toward the readjustment of the financial affairs of the Company. 
A dividend of 6% was earned and regularly paid on the preferred 
stock. The accumulated unpaid dividends increased, therefore, 
at the rate of 2% annually. During the latter part of rg02 the 
management became interested in the reappraisal of certain 
large areas of hemlock bark lands. These timber forests were 


then a fair market valuation. uring, the.following..ten- years 
the, value..of.-both=timbervand-bark. had increased. considerably. 
It was natural, therefore, to suppose that the lands were worth 
more than when acquired.2 A revaluation was accordingly 
made by certain’ executive officers and was reported to the 
Board of Directors on May 28, 1903. ‘The Committee reported 
that the bark property was worth about $14,000,000 mor than 
the figures at which it was carried on the Company’s books. 
This revaluation plays a considerable part in the subsequent 
financial history of the Company. About the same time the 
officers of the United States Leather Company caused to be 
incorporated the Central Pennsylvania _Lumber_Company,t 
very large majority of the stock of which — apparently all ex- 
cept Directors’ qualifying shares — passed directly into the 

1 Including interest on debentures, an average of $2,676,804. 

2 The reason for this reappraisal was the desire on the part of the managers, 
who then controlled the preferred stock largely, to adjust the accumulated dividend 
claims on the basis of a hidden but unearned surplus. Preferred Stockholders’ 


Circular, May 28, 1903. Also Colgate ». U.S. Leather Co., Hoyt affidavit, p. 14. 
3 $14,235,198.10. Colgate v. U. S, Leather Co., Plum, Additional affidavit, 


p. 7 
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\treasury of the Leather Company. This Lumber Company 
took over the timber but not the bark rights on the revalued 
bark lands. In payment for the timber the Lumber Company 
then issued to the subsidiary tanning companies $10,000,000 of 
first mortgage bonds. These bonds were transferred by the 
subsidiary companies to the treasury of the United States 
Fete. Company — the holding company — in liquidation of 
dividend claims or claims for money advanced. 

On the same date that the report upon the revaluation of the 
bark lands and the formation of the Lumber Company was 
received by the Board of Directors, that body issued a circular 
to the stockholders which embodied a new plan of reorganiza- 
tion. In this it was suggested that some of the surplus brought 
to light by the revaluation of the timber be used to liquidate 
the claims of the preferred stockholders to accumulated dividends 
by that time amounting to $37 per share. Jn detail the plan 
required the deposit of the preferred stock with the Morton 

pCa ~Trust- Company against negotiable certificates. The Trust 

Se ‘thus created was to be administered by a self-constituted com- 
mittee, drawn directly from the large holders of preferred stock 
who were then important on the directorate. It was to expire 
by limitation in ten years unless reconstituted by 80% of the 
“holders of the certificates.! It could also be terminated on sixty 
days’ notice by a majority of the certificate holders. The 
objects e trust, as explicitly defined in the Trust A reement, 
were to ratify the issue of the $10,000,000 lumber bonds,* and to 
valuation could be divided among the preferred stockholders, 
in consideration of their claim to dividends in arrears The 
intent of the plan to use this surplus to meet the claims of the 


~ 


1 Preferred Stockholders’ Agreement of 1903, Article xii, Par. 3. 

= Miva. leew. 

* Preferred Stockholders’ Agreement of 1903, Preamble. 

* The original certificate of incorporation required the ratification of all issues 
of bonds or debentures by 80% of the outstanding preferred stock. Although 
the Lumber Bonds were not a direct obligation of the United States Leather Com- 
pany, the management deemed it wise to obtain the assent of 80 % of the holders 
of the preferred stock to their issue. 
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preferred shareholders was explicitly stated in Article III of 
the trust agreement, so that as late as 1903 the directors were of 
the opinion that the increase of assets due to the higher market 
price of timber could be regarded as net surplus legally applicable 
to the satisfaction of the claims of the preferred shareholders. The 
point is important because in the litigation which followed the 


successful reorganization of the Company the point was denied 


by some of these same men who had earlier made the proposal. 


This plan fai like the two preceding ones. Its adoption 


required a deposit o e anding preferred 
stock, — upwards of 500,000 shares. On December 2 m- 


mittee announced the lapse of the plan, since only 243,728 
shares had consented to the Agreement. _The reasons for the 7 7, 


failure of the plan of 1903 lay in the conditions under which it 
was proposed. In the broad purpose of rehabilitating the credit 
of the Company no possible fault could be found. The plan, 
unlike the preceding one, involved no balancing of rights between 
preferred and common shareholders. It demanded no pecun- 
iary sacrifices, no reorganization proceedings in the broad 
sense of the term. Yet the trust created by the preferred stock- 
holders was to be administered under most exacting conditions. 
Title to the stock was to pass to the Trust Company under an 
Agreement the actual workings of which were controlled abso- 
lutely by a small committee in the management of the Leather 


Company. Beneath the outward form of the Agreement there 


was involved the actual surrender of the rights of the preferred 
Shareholders with no certain assurance that these ould 


be protected by the trustee. Nor did the Agreement stipulate 


that the Morton Trust Company should i f 
all vidends in arrears. It was merely required to pay 


the 
over to the register red_holders-of the beneficiary certificates 6% 


“Leather Company sa saw fit to pay over to the trustee. The Agree- 
“ment, - owing to the- the original certificate of 
_ incorporation, required at the outset the assent of over 80% of 


~ the preferred sd stock; it could be maintained for-ten-years-by the 


“~~ approval of 50%. The management, who who were to operate the 


U 


E 


__ber ¢ annum, and so o much more, after-deducting-expenses,asthe- . 


Ka pct 


oo pei 
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Trust through their own committee could easily control this 
amount. In brief the plan had primarily in view the acquisi- 
tion of control of the preferred stock through the medium of a 
voting trust. This was less emphasized than the intention of 
adjusting the accumulated dividends. 

The managers, being large holders of preferred stock, were 
actively in favor of this Agreement. They believed confidently 
that the reorganization would go through. In view of this the 
President and four members of the Board of Directors acquired, 
at the instigation of counsel, on syndicate account, 50,000 shares 
of the common stock. It was the intention of the members of 
the syndicate to turn over the stock, at cost, to interests favor- 
ably inclined to the new Company, and thus constitute a voting 
trust which should control the United States Leather Company. 
Such a control, friendly to the management, was considered 
expedient as the outstanding common stock, of little market 
value, exceeded the issue of preferred stock. The syndicate 
acquired the stock during January, F ebruary, and March, 1903,! 
before the publication of the revaluation of the bark lands. As 
the Agreement failed of adoption the syndicate suffered a loss 
for over a year. It was finally able to liquidate its holdings 
during October and November, 1904, on the expectation of the 
consummation of the fourth and last plan of reorganization. 

After the failure of this third plan of adjustment in December, 
1903, nothing was done further until April, 1904, when Nathan 

| Allen,? a large holder of preferred stock, conferred with Vice- 


1 


| President Healy of the United States Leather Company re- 


| garding the codperation of Armour and Company, producers 
| of green hides.? Allen had already had considerable dealings 
|with Armour & Company. Some months later a meeting was | 


arranged between P. A. Valentine, of Armour & Company, and 
Ahh « Airnecte ECe . 

1 Colgate v. U. S. Leather Co., Defendants’ affidavit, pp. 16, r14, 120, 126, 132. 

? Nathan Allen was a large competitive producer of harness leather in the 
west. He had acquired a considerable interest in the United States Leather Com- 
pany, by purchases of its shares on the open market. Although not active in the 
management of the Company he was much interested in its welfare and on friendly 
terms with its officers. 

* Colgate v. Leather Co., Hoyt affidavit, puget: 
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Vice-President Healy. This meeting took place in Chicago in 
the late summer and with it began the negotiations which ended 
finally in the reorganization of the United States Leather Com- 
pany into the Central Leather Company. 

From the very beginning the leather combination had been 
weak in its control over the market in which it bought its hides. 
It seemed clear that if the Chicago packers could be induced to 
codperate in the management of the Company, a great and per- 
manent trade advantage would be insured. The Armours had 
their price. At first they—asked—$9,000,0001 of stock in the 
cussion the oo was finally fixed.{? ) This 
ample allotment to the Chicago packers was not considered—a- 
gift. On the contrary it was widely heralded that the Armours 
would sell their hides to the United States Leather Company 
on more favorable terms than they extended to other tanners. 
The good-will and the codperation of the packers were supposed 
to have a pecuniary value. Yet the real advantage to the 
Leather Company arising from the coveted codperation is prob- 


lematical. »The agreement between the Armours and the Com- oe Than 


mittee of the L required that the form rties 

pay for the expenses of the reor anizati iderable 

expense was involved in the underwriti ‘interests 

‘agreed to acquire sufficient stock in the United States Leather 

Company to insure the consummation of the plan. Another 

“large expense was a fee of $15,000 to each of the five members 

_ _ of the Committee of the management of the Leather Company 
with whom the plan was negotiated. Yet, and here is the weak- 

~ est point in the whole agreement, the Armours did not agree to 


1 Colgate v. Leather Co., Defendants’ affidavit, p. 115. 

eC It is believed by the writer from information derived from reliable but indirect 
sources that the amount first proposed by Valentine was ten million instead of nine 
as stated in the affidavit, and that the final agreement on $6,200,000— ten per cent 
of the outstanding common stock — was due to one of the Armour representatives 
who had charge of the sale of their hides. It was the plan of the Armour representa- 
tives before entering the conference, to begin their negotiations on the basis of a 
high figure and gradually work down in accordance with the attitude of the Leather 
Directors. Afterwards they expressed surprise that the leather interests acceded 
to so high a figure. 
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sell hides to the United States Leather Company on better 
terms than those extended to its competitors, nor did the Armours - 
agree to retain their stock.!. There was absolutely nothing in 
the agreement to prevent the Armours, once in command of 
the situation, from administering the Leather Company in the 
interest of their packing business. Should they fail in this, 
they could sell their stock on the open market and withdraw 
their coveted codperation. Before the plan of reorganization 
was published, while negotiations were in progress with Vice- 
President Healy and others, the Armour interests bought 150,000 
shares of the common stock of the United States Leather Com- 
pany, ostensibly to vote for the resulting plan and thereby insure 
its acceptance. The common stock was then selling in the 
neighborhood of $10 a share. In the course of these negotiations 
the Armour interests stood out clearly in every particular for 
the interests of the common as against those of the preferred 
stock,? and the reorganization presently to be consummated 
was of manifest benefit to the common stock, since it would 
remove the burden of accumulated dividends on the preferred 
stock. When the plan was made public the price of the com- 
mon stock rose to $15 and later $21 per share. 

The final agreement between the various interests was framed 
in New York in the early part of December, 1904,3 and the 
resulting plan of reorganization bore the date of December 17th. 
The circular, which announced the plan to the public gave 
certain specific reasons for its adoption. Among them were (r) 


’ Colgate v. Leather Co., Hoyt affidavit, pp. 32, 35. 

® Ibid., pp. 20, 31. 

* The definite understanding between the parties was concluded early in Novem- 
ber but was not made public until later. This is proved conclusively from the 
Valentine affidavit. On page 143, line 10, Valentine states “ neither Mr. Armour 
nor I was the owner of or in any wise interested in a single share of the stock of 
said Company, either Common or Preferred, nor did either of us become such 
owner or so interested until after the general or structural features of the plan of 
December 17, 1904, had been practically agreed on with Messrs. Hoyt, Healy,” 
etc. Later in the same affidavit (page 145, line 8) this same Valentine states 
that he and Mr. Armour “ purchased, in the open market, during November and 
December, 1904, . . . 150,000 shares of Common Stock... .” Colgate ». 
Leather Co., Valentine affidavit. Also Hoyt affidavit, p. 42. 
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that the working balance originally obtained from the $6,000,000 
debenture bonds was insufficient, and (2) that ‘‘the establishment 
of closer relations with interests with which this Company nec- 
essarily has large dealings and the vesting in them of substantial 
accounts of the securities of the Company, and especially of its 
common stock, will be a material benefit to the Company and to 
both classes of its stockholders.” ! To accomplish these pur- 
poses the Committee of the Directors proposed to form a new 
company that should acquire the physical assets of the United 
States Leather Company.2 The securities of the United States 
Leather Company were to be exchanged for those of the new 
company on the following basis: For each share of the old_pre- 
ferred stock was to be given 50% of first mortgage 5% bonds 
o% of new 7% cumulative preferred stock and a bonus of 233% 
of new common stock. Each share of old common stock was 
to receive only 30% of new common stock, —each ten shares 
of old stock being considered equivalent to three shares of new 
ock. The reorganized Company itself had $80,000,000 _ of 
stock, divided equally into 7% cumulative preferred stock and) 
ommon stock. In addition it was proposed to authorize an 
issue of $45,000,000 of first mortgage bonds. The issue of 


tatesLeather-Company's-debentures- : 
remain undisturbed. The distribution of the capital items of 


ttre two Companies may be seen at a glance from the table given 


on the next page. 

Tt will be observed that the fixed charges are reduced by an 
amount equivalent to 2% on the old preferred stock. Leaving 
aside the interest on the outstanding debentures, which remained 
the same for both corporations, the reorganized Company called 
for the payment of about $1,500,000 on the new bonds and $2,- 
200,000 on the new preferred stock. The total charges were 
therefore a little over $3,700,000, an amount exactly equal to 6% 
on the old preferred stock. The average net earnings of the old 


Leather Company, from its inception to the end of December, 


1 Circular to Stockholders of The United States Leather Company of December 
17, 1904, Par. 4. 
2 Jbid, Outline of Plan, Sec. 2. 
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1904, had been a little over $3,000,000.1. The proposal of the re- 
organization was therefore far from conservative. One of the 
most important items in any plan of reorganization is the change 
in capitalization. Is the total capitalization increased or de- 
creased while the actual assets remain unchanged ? Counting 
the underlying debentures as the same in both cases (in round 
numbers $5,000,000) the capital liability of the old Company 
stood at $130,000,000, that of the new Company, including the 
bonus of common stock to the Armours but excluding the 
amounts reserved for “additional properties”? and “ general 
purposes,” at $107,000,000. This, it will be observed, repre- 
sents a slight reduction in capitalization, and if the $6,000,000 
given to the Armours is still further subtracted the reduction is 
more marked. Considering, however, that the securities bear- 
ing charges remain essentially unchanged, and that the common 
stock, which alone is reduced in amount, was given originally as 
a bonus, the reduction in capitalization is not as significant as 
might at first sight appear. Furthermore one should observe 
that the United States Leather Company was capitalized during 
the earlier period of industrial promotion, when the issuing of 
bonds was seldom considered conservative. The new Company 
was burdened by over $30,000,000 of bonds carrying upwards of 
$1,500,000 in fixed charges, a failure to pay the interest on which 
might throw the Company into bankruptcy. The strength of 
the old Company, in its practical freedom from fixed charges, 
was sacrificed in order to reduce the contingent charges and 
obtain new working capital. Viewed in the perspective of conser- 
vative finance it is doubtful if the sacrifice was worth while. Yet 
in the minds of the officers of the Company the consummation of 
the plan of reorganization seemed likely to secure the advantages 
of a more liberal charter, the coveted codperation of a powerful 
group of packers, the extinction of the claim to unpaid divi- 
dends and a consequent improvement in general credit, the 
reduction of capital charges, and the acquisition of better facil- 
ities for obtaining bank credit. 


1 Supra, p. 22. 


Readk pp. bis 6S6 Void. 
Arducekictl ioe ee ad ae 
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Before attempting to estimate the inherent justice of the plan, 
one must consider the question of the status of the timber land 
surplus of the United States Leather Company. This surplus, 
it will be remembered, arose from an increased valuation placed 
upon the Company’s large hemlock forests. The timber of these 
forests, but not the bark, had been sold to a subsidiary company 
and the increased value of the lands was represented partially 
by bonds of this concern in the treasury of the United States 
Leather Company. It was argued by the Directors and those 
who believed that the terms offered the preferred shareholders 
were just, that this revaluation surplus could not be used rightly 
for the adjustment of their accumulated dividends. The origi- 
nal contract between the corporation and its preferred share- 
holders stated that dividends should be paid only out of net 
earnings. Increase in the value of real property could not be 
construed as net earnings. Moreover, the revaluation was 
based on the assumption that the Leather Company was a “ go- 
ing concern,” a contention which seemed to imply that the new 
value placed upon the lands was excessive if the property was 
to be sold in the open market. In opposition to these views 
those who considered the plan unfair to the holders of the pre- 
ferred stock pointed out that timber representing the increase 
in value of the bark lands had been sold and the Leather Com- 
pany had received merchantable securities in payment. These 
securities were, therefore, net earnings and could be rightfully 
used to liquidate the claims to unpaid dividends. To reinforce 
their position they reverted to the circular sent to the stock- 
holders in May, 1903, in which the same Directors declared 
explicitly | that the surplus belonged to the preferred stockholders 
for the settlement of their dividend claims. The question is 
certainly an interesting one from the point of view of account- 
ancy. Its solution would seem to depend, in the opinion of the 
present writer, upon the intent behind the sale of the timber to 
the subsidiary company. If this transfer actually represented 


‘ “Whereas such surplus of the Leather Company might properly be distributed 
among the holders of its preferred stock. . . .” Preferred Stockholders’ Agreement 
of 1903, Par. Io. 


4 
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a bona fide sale of property without involving a corresponding 
diminution of capital assets, then the profits were certainly a 
part of the net profits of the business and could be used legiti- 
mately to reduce the outstanding obligations to the preferred 
shareholders. If, on the contrary, the formation of a subsidiary 
corporation involved only a legal fiction and the transfer of lum- 
ber to it indicated no bona fide sale, then the profits arising were 
certainly not net profits and could not be used to liquidate the 
claims of the preferred shareholders. The question, unfortu- 
nately, was not passed upon by the cour€)when the whole re- 
organization came under its review. 

The question of the fairness with which the preferred stock- 
holders were treated is one of particular importance in this 
reorganization since the readjustment of capital was entirely 
voluntary on the part of the stockholders. It followed no legal 
failure nor was it suggested as the solution of financial difficulties 
which might lead to bankruptcy. It was based on grounds of gen- 
eral expediency alone, and no plan of financial readjustment can be 
permanently expedient which is not, at the same time, fair to all 
interests concerned. Setting aside the question of accountancy, 


as to whether or not the bark land surplus was strictly charge- 
that the justice of the reorganization was defenstbte—tipon 
ether o-Wwo Wns OY evidence — The actual value of the prop- 
erty at issue or the market value of the various securities con- 
cerned in the reorganization. That is, the fairness of the 
reorganization can be tested by the equity or inventory value 
of the assets behind the preferred stock; or by the market value 


of the securities before and after the consummation of the re- 
organization. 


Orwo of the leading cases regarding the legal status of a surplus in excess of a 
stock liability are Williams v. Western Union Telegraph Co. (93 N.Y. 162) and 
Roberts v. Roberts-Wicks Co. (184 NV. Y. 257). In the former Earl, J., states 
that when the property of a corporation exceeds its capital stock “ such surplus, 
in a strict legal sense, is not a portion of its capital and is always regarded as 
surplus profits” (p. 188). And in the second case, Gray, J., said ‘“‘ When the 
property of a corporation has accumulated in excess of its chartered capital, the 
excess may be regarded and dealt with as constituting a surplus of profits ” (p. 266). 
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When we consider the former of these two questions, we must 
remember that at the time the tanneries and bark lands were 
acquired in 1893 there was little doubt in the minds of the tan- 
ners but that they were paid for in preferred stock on the basis 
of a fair valuation. The $6,000,000 of debenture bonds were 
issued for money, the bankers taking their commission in com- 
mon stock. This money was invested directly in the business. 
We may therefore say, for the purposes of this accounting, that 
the properties of the Leather Company were, on a fair market 
valuation, originally worth the face value of the preferred stock 
and the debentures, $68,283,300.1 On January 1, 1905, a fair 
date for comparison, the United States Leather Company had 
acquired a surplus from the net earnings of $3,964,813, and a 
surplus from the revaluation of the bark lands of $14,235,108, 
making a total surplus of $18,200,011. The small surplus from 
net earnings had been largely invested in the properties, so that 
on January 1, 1905, a fair valuation of the physical properties 
of the Leather Company would be about $86,483,311, and from 
this subtracting the debentures, — on January 1, 1905, $5,280,- 
ooo, —it appears that the preferred stock of $62,283,300 was 
represented by actual physical property to the value of about 
$81,203,311. The surplus to the preferred shareholders was 
therefore about'$18,920,011. This represented $30.38 a share. 
The accumulated unpaid dividends amounted then to 41% so 
that it is quite right to say that the claim for unpaid dividends 
was worth about seventy-five cents on the dollar. For this 
$30.38 per share of actual property the preferred shareholders 
were asked to accept 233% in new common stock. On the basis 
of the market quotation of $15 per share for the old common 
stock this allowance was worth $11.75. In other words, for a 
legal claim to $41 per share and an actual inventory surplus of 
$30.38 per share the preferred holders were asked to accept 
securities the market value of which was $11.75.2, From such 
a statement of the case it would seem that the reorganization 

1 As a going business. Tangible assets worth at least $60,000,000. 

» These estimates can be summarized in the following table. They assume that 


an adequate depreciation charge was made each year. This assumption is borne 
out by the fact that the Company charged its capital account with the bark it 
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was unfair to the owners of the preferred stock. And if we, 
further, turn to the equity value of this allowance of common 
stock the story is not very different. The new common stock 
would have an equity value, if the reasoning suggested in the 
preceding paragraph is approximately correct, of about $18,920,- 
or of actual property. Dividing the equity value by the par 
value proposed to be issued, we reach the conclusion that each 
share of the new common stock had a property value back of it 
of about $48. The preferred stockholders were to receive 233% 
of their holdings in this common stock in consideration of theit 
claim to unpaid dividends. In property value this 23}% of 

~ common stock had an equity back of it of only about $11. From 
these figures it appears again that the plan of reorganization 
was unfair to the preferred shareholders.' 

But there were other considerations than the mere adjustment 
of inventory values. If we turn to the market prices of the pre- 
ferred shares as affected by the reorganization, the story presents 
another side. The rehabilitation of the Company’s finances 
was undoubtedly of general advantage to the credit of the cor- 
poration. This fact is clearly shown by the improvement in the 
market quotations of its securities. During the first six months 


consumed, while it maintained and improved its tanneries out of earnings. The 
bonds were being retired by a small sinking fund. 


Equity Value of Preferred Stock Claim Ls 

Surplus from net earnings May 1, 1893 to January I, 1905 ........ $3,964,813 
Surplus — Revaluation of Bark ......-.+-++eeeseeee reese eeees 14,235,108 

Total surplus, January 1, 1005 ....-.+ssseeeeeee eee tees $18,200,011 
Prefered Stock wmapet a metetetsieus sie cfeleloletsie eveinsolalnie slnie slaieinin eisai’ #1 eke 62,283,300 « 
DSIETIEUITES MR in cc tfees e oicye se inleie # aye 0 oPe)inleteiela'n vinieleie/svbios elas 6,000,000 ; 

Original Property Investment .......+-2--+ssess sree terres 68,283,300 

Total Physical Property, January 1, 1905 .-.--+--++++-++-+ 86,483,311 
Debentures Outstanding ..........eseece ee ee renee eee e eee e ens 5,280,000 
Equity to Preferred Stock ........sseeeccce eee ene ree eeeseees 81,203,311 
Surplus to Preferred Stock .......+++esseeseeeeerereeeccte sees 18,920,011 , 
Surplus per share of Preferred Stock ......+-+++++seeeereeeeees 30.38 
Accumulated Unpaid Dividends ......-.+++.eeereseret rer eeees 41.08 
Percentage of Actual Property to Preferred (QE tanec teanen 714% 
Market value of the 234% new stock offered (on basis of $15 for 

EWES IOA'S ecard nn GO Dns 06.0 IOI pe TREND ERO Ina $11.75 
1 The computation is based on the following presumptions: 

Equity to New Common Stock (From preceding note.)........ $18,920,011 
Common Stock outstanding against this .......--+++e++eeeeeee 39,701,030 

Equity value per share .......+++eeseereeeereeresessteees $48 


Equity value of 234% Offered... ....seeeseerrecreeeeterees 11.28 
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of the year 1904, before the publication of any plan of reorgani- 
zation on the lines sketched above, the preferred stock had an 
average market valuation of $78 a share. During the time the 
plan was being worked out, the stock rose steadily in value and 
soon after the plan was made public it was quoted eee 
share. During the first half of 1905 the market price of the stock 
averaged $108 a share, and during the last half $115 ashare. Itis 
very clear, therefore, in spite of the estimates outlined in the pre- 
ceding paragraph, based as they were upon inventory value rather 
than on market quotations, that the reorganization was of mani- 
fest pecuniary benefit to the preferred shareholders. Irrespective 
of any inventory value, the plan would seem to be fair to the 
preferred stockholders, since the market value of their shares 
increased by an amount approximately equal to the unpaid 
claims to dividends. These two lines of reasoning bring into 
clear contrast the two different points of view about which all 
estimates of the justice of a voluntary reorganization center. 
According to a computation based on inventory values the pre- 

"is based on the enhancement of the value of their securities in 
_the open market, because of the supposed advantages of the 
reorganization, one must presume that they were treated with 
‘the utmost libera y. tis a question of the same order as is 

~ frequently presented in financial readjustments, one that em- 
phasizes the importance of intangible factors in determining the 
value of corporate securities. 

The plan of reorganization just sketched did not meet with 
immediate and unqualified approval. Aside from the grum- 
blings of both preferred and common stockholders,! — grum- 
blings that always appear no matter how fair any plan may be, 
— the two points which called for the most general condemna- 


® tion were the gift of over $6,000,000 of common stock to the 

: _Resiurs se the SIEM consteon-ven16-th-scoumuatd 

dividend claim of the preferred shareholders. However, by 
aa a ee ne eS one) ae eee a it 


1 For example, published letters of dissatisfied shareholders. See letter to Boston 
Herald, dated December 17, 1904; New York Evening H erald, dated December 19, 
1904. 
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February 15, 1905, 413,143 shares of the preferred, and 429,997 ! 
of the common stock had been deposited with the Central Trust 
Company of New York, and on the following day the Committee 
announced that the plan was operative. On April 12, 1905, the 
Central Leather Company was incorporated under the Corpora- 
tion Act of New Jersey of 1893,3 which permitted of a more 
liberal charter than the old Corporation Act of 1875, under which 
the United States Leather Company had been incorporated. 
Soon thereafter, about May 23d, the interim certificates of the 
Central Trust Company were exchanged for the bonds and 
stocks of the Central Leather Company in accordance with a 
plan of exchange outlined in an earlier paragraph.’ 


In the years immediately following the reorganization, the 


two companies were in a legal sense separate concerns. _ This 
separation, however, was little more than a legal fiction. The 


directors of the United States Leather Company were directors 


had identical offices and the same places of business. Although 


at first merely a holding corporation, the Central Leather Com- 
pany immediately began to acquire and to operate competing 
tanneries. They obtained the tanneries of L. Beebe and Sons, 
N. R. Allen’s Sons Co., Cover and Drayton, V. A. Wallin and 
Co., and certain smaller interests. For these additional prop- 
erties payment was made partly in treasury bonds and stocks 
and partly by the sale of these same securities. The Central 
Leather Company represented, therefore, almost from its in- 
ception an interesting example of an operating and a holding 
company in one. Beginning July 1, 1905, the full dividends 


1 Colgate v. Leather Co., Valentine affidavit, p. 146. 

2 Two days later the interim certificates were listed on the New York Stock 
Exchange. 

8 Act of March 8, 1893. P. L. of 1893, p. 121. 

4 The number of sales of the United States Leather Company stock diminished 
to insignificance and those of the Central Leather Company assumed some appear- 
ance of speculative activity. A large amount of the floating supply of the old 
stock was acquired in the interests of the reorganization and by the close of 1906, 
575,180 shares of the preferred, or 92% of the total issue, and 614,828 shares of 
the common stock, or 97% of the total issue, were in the control of the new 
Company. Colgate v. Leather Co., Hammond affidavit, ‘‘ Exhibit A,” p. 146. 
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were paid on the preferred stock of the Central Leather Com- 
pany. The few outstanding stockholders of the United States 
Leather Company apparently had no alternative other than to 
accede to the terms of exchange still proffered them or to sell 
their stock in the market to agents of the management who stood 
ready to buy it at a liberal price. With only a small minority 
interest of the United States Leather Company outstanding the 
management sought to simplify the organization by a merger 
of the two corporations. On December 18, 1906, official notices 
were sent to the stockholders of both companies stating that 
there would be stockholders’ meetings of both companies on 
January 16, 1907. The immediate purpose of these was stated 
as the “adoption or rejection of a joint agreement, dated De- 
cember 8, 1906, entered into by the Directors respectively of the 
United States Leather Company and the’ Central Leather Com- 
pany for the merger and consolidation of the two corporations 
on the terms and conditions of said Agreement set forth and in 
accordance with the statutes of New Jersey.” 1 The Agreement 
mentioned was merely the Agreement between identical direc- 
tors and officers of the two companies to merge. It offered the 
outstanding stockholders of the old United States Leather Com- 
pany the terms of exchange by which the Central Leather Com- 
pany had originally acquired the majority of the stock. 

In the notice to the stockholders reference was made to the 
statutes of New Jersey. At the time in question, 1907, these 
required only a two-thirds vote of the stockholders of two cor- 
porations to ratify a merger.__Since the Central Leather Com- 
pany then controlled over 95% of the United States Company’s 
stock the plan had apparently been actually accomplished, ex- 
cept for legal formalities. But the “ best laid schemes ” of even 
astute corporation lawyers “ gang aft agley.” <A firm of New 
York bankers, James B. Colgate and Company, entered into an \ 
agreement with a number of the outstanding minority share- \ 
holders of the old Leather Company to contest the merger in | 
the hope of compelling the Company’s management to buy 

he minority interest at a higher price than that accorded the 


1 Notice of special meeting of stockholders, dated December 18, 1906. 
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majority of the stock. Accordingly two suits were brought with 
that object in view on January 12th, just four days before the 
special meeting at which it was proposed to ratify the agreement 
of merger. It is beside our present purpose to review the liti- 
gation in any detail. We may note in passing, however, the 
interesting question concerning the powers of stockholders de- 
rived from the statutes under which a corporation’s charter is 
granted; do the statute rights of the original shareholders lapse 
when they transfer their stock to other persons? This some- 
what academic query assumed importance because the corpora- 
tion laws of New Jersey were changed less than a month after 
the formation of the United States Leather Company and the 
rights of stockholders covering the merger of corporations were 
different according as they were derived from the earlier or the 
later statute. The courts did not render a final decision on this 
question. 

The subsequent. steps of the reorganization can be told briefly. 
Vice-Chancellor Emory, who délivéred the 6 Opinion of the aes 
court in the application for an injunction pendente lite, overruled 
most of the contentions of the Colgate complainants. He held, 
however, that the merger violated the rights of the preferred 
stockholders of the United States” ; Company in ‘that it required 
them to accept the securities of the new Central Leather Com- 
pany in lieu of their claim for unpaid dividends. With this 
decision in mind, the directors of the two corporations then pre- 
sented to the stockholders a modified agreement under date of 
October 10, 1907, permitting the dissenting minority oc 
holders to retain “ any lawfulright_. .. to receive any dividends 
accrued and unpaid,”? The lower court then modified the pre| 
minary injunction to the extent of allowing this agreement to 


be submitted to the stockholders of the companies for approval. \ 
From this decision of the lower court the original complainants, 
‘Colgate and others, appealed to the Court of Errors and Ap- » 
peals. The case was argued in the higher court June 24, "1908, 
and a decision was rendered by Chancellor Pitney the first of 


March following. The court expressed itself very forcibly 
boy the mergey on the ground of the difference etween the; 


An wrtloy 
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4 


LA 
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charters of the two companies. The original United States 
Leather Company, organized early in 1893, obtained merely an 
old-fashioned charter which permitted it to conduct the leather 
business, but said nothing about running railroads or doing a 
hundred other things which find their way into modern corpora- 
tion charters. The lawyers of the Central Leather Company 
obtained for their clients a typical New Jersey charter based on 
the Corporation Law of 1893 which permitted the corporation 
to do anything outside the state of New Jersey that it saw fit to 
do, — for instance, to operate railroads. The statutes dealing 


with the merger of corporations, even those connected with the 


Corporation Act of 1893, required that the two corporations to 


€ organized for the purpose of carrying on 
businesses _“‘ or a similar nature.” ! Yet it should 


be remarked that the old corporation operated railroads, even 
though nothing to that effect was mentioned in the original 
charter. It may be inferred that the case was decided merely 
on technical grounds, and that the important and essential points 
in the controversy were left undecided. 

On the announcement of this decision a stockholders’ meeting 
was called to modify the charter of the Central Leather Com- 
pany so that the charters of the two companies should more 
nearly agree. This was done on August 19, 1909. Meanwhile 
rumors of settlement out of court became current in banking 
circles. _It was pointed out, rightly perhaps, that the general 
opinion of the higher court, aside from the difference in charters, 

~_was unfavorable to the proposed merger. This’ being so, the 
/ leather companies would do well to “ settle” wi nority 
stockholders rather than risk another hearing. On September 
23, 1909, the Colgate suit was withdrawn and the terms of 
settlement were made public a few days later. An offer was 
A\ made by the Central Leather Company to the minority holders 
N fof the old United States Leather Company’s stock which em- —— 
bodied an alternative. The stockholders could either acce 
for each share of old preferred stock $50 in first mortgage bonds j=" 
$55 of the Central Leather Company preferred stock taken at 
1 Act of March 8, 1893. P. L. of 1893, p..121. 
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r else $50 in bonds, $50 in preferred stock, 
232 % in common stock, and $10 in cash. This second offer was 
identical with the original offer in the plan of reorganization with 
the addition of a bonus of $10 a share. On a basis of market 
values there was little to choose between these two offers and one 
or the other was almost immediately accepted by practically all 
the remaining stockholders of the United States Leather Com-/ 
pan 

Although the contestants, Colgate and others, seemed to be 
fighting for the rights of a small minority, a large part of those 
who joined the suit were actuated by no such lofty ideals of ab- 
stract justice. Many of them acquired their stock long after 
the plan of reorganization was made public and some even after 
the suit had passed through the preliminary stages of trial. 
These men entered the contest with no purpose of defending 
rights already existent. They had a speculative interest only. 
Reduced to its simplest terms they believed they were in a posi- 
tion, by restraining the merger, to compel the management to 
offer exorbitant terms of settlement. All reorganization pro- 
ceedings are impeded by the horde of gamblers who stand ready 
to buy, on a speculative basis, almost any security of doubtful 
value and then to clamor loudly for the abstract justice of their 


< 


right } 

err oricosthe Histhevand til ceoreanie te ——— 

zation of the United States Conceived <*> 4 
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face, at the very outset, the most trying period of the last thirty 

years. It operated in a business where the burden of a long de- \- 


pression and falling prices was particularly heavy. Had the 


1The United States Leather Company, as a corporation, is still maintained with 

a nominal capitalization of $100,000. It is only a selling company. During the 

comparatively long period of the existence of the old company the name, The 

United States Leather Company, became widely known among the buyers of leather 
and its prestige was high. 

| 2 See the Hill affidavit in the Colgate suit, where the holdings of the complainants 

are given in detail. A large part, perhaps even a majority, of these holdings were 

acquired after February 15, 1905, after the reorganization was announced. E. C. 

Potter and Co., J. J. Dantzig, H. Feuchtwanger owned no stock until after the plan 

had been declared operative. These contestants were active in their protestations. 
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Company been heavily capitalized with bonds instead of pre- 
ferred stock it would have succumbed. But since the capital 
charges were contingent, they could be postponed. _As‘a result 


D the unpaid dividends began to accumulate during the first year 

ofthe Compauy’ scr anata a rd during its entire 

existence. The Company did not suffer from the administration 

; ‘of inferior men. The first President of the United States Leather 
ae) Company, Mr.Procter, was said to have been the ablest man 
{hres - in the leather business. But it is improbable that there exist 
men of sufficient business ability to manage a large tanning 


business producing upwards of $50,000,000 worth of leather a 
year with the same skill that the man n of acti endowments 


Company felt no need of daditinal SHRLEg capital as is shown 
“Dy the fact that two-fifths of the issue of $10,000,000 of debenture 
bonds were never sold. But beginning with the trade expansion 
4, which set in about 1899. this need began to be felt--~So-that in 
“ the successful reorganization of the Company the provisions for 
an ampler working capital were quite as important as the relief 
from the burden of accumulated dividend charges. The reor- 
| ganization turned on the consent of the preferred stockholders 
Lock — ~to suffer a reduction in income and the e common stockholders a 
pts reduction in the par value of their security. As a result’ both 
the capital charges-and-the capitalization were reduced. In 
these respects the reorganization is typical of most industrial 
reorganizations and in contrast to most railroad reorganizations. 
t is its simplicity that makes the history of the United States 
eather Company significant for the general study of industrial 
ance, 
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CHAPTER III ie 


THE STARCH CONSOLIDATIONS 


Early history of the starch industry, 49; promotion of the National Starch 
Manufacturing Company, 52; original schedules, 55; value of the Nationa 
Starch Manufacturing Company’s property, 57; early history, 58; competition , 
from Duryea & Co., 59; promotion of the United Starch Company, 60; National 
Starch Company Syndicate, 63; reorganization of National Starch Manufactur- 
ing Company, 64; value of property~Of the National Starch Company, 68; 
failure of the National Starch Company, 60. 
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CHRONOLOGICAL SUMMARY™ 


1844. Establishment of the corn starch industry. 

1880. Beginning of period of over-production and excessive competition. 

1889. Organization of the Cumberland Investment and Security Company. 

1890. Promotion of the National Starch Manufacturing Company. 

1895. Beginning of Duryea and Company’s competition. 

1899. Promotion of the United Starch Company. 

1900. Reorganization of the National Starch Manufacturing Company and 
promotion of the National Starch Company. 


THE earliest promotion with which this book is concerned, 
in which a party entirely outside of the industry purchased 
many small plants in various parts of the country, occurred in 
the starch industry. Because this promotion illustrates well 
the character of the combination movement before 18go, it is of 
advantage to describe it in some detail. Moreover its sub- 
sequent history was important. The successor to the first starch 
combination was finally merged with the Glucose Sugar Refining 
Company, so that a complete narrative of the successive corporate 
reorganizations of the original Company involves the history 
of the glucose consolidations treated in the succeeding chapter. 

The preparation of starch from the wheat is of extreme antiq- 

en the wheat starch factories existed in the United 
tates before the Revolutionary War, and the wheat branch 
of the industry is still maintained to a limited extent. During 


1 First description by Dioscorides in the middle of first century. G. B. Frank- 
forter, XIII Proc. Cong. Applied Chem. 1912, 133. 
49 
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all the early period, the method of preparation of the starch was 
to allow a mixture of grain and water to ferment for a period 
of several weeks, until the destructive decomposition of the 
germ and nitrogenous matter had released the starch granules. 
Not until the last century was any important change made in 
this method. In 184o0,! an Englishman, Orlando Jones, patented 
“an improved process whereby an alkali was employed in the 


recovery of the starch granules. This process shortened the . 


period of manufacture, and enabled the starch maker to obtain 
a larger yield. The ( eee Jones invention was patented for 
the United States ing 41,” and may be regarded as the basic 

resent industry.? In 1844, Colgate and Company, 
who had been manufacturing wheat starch in their Jersey City 
factory, began to apply the Orlando Jones process to corn.! 
The experiment proved satisfactory, and was subsequently 
adopted by Julius J. Wood and Charles Colgate at their wheat 
factory in Columbus, Ohio.’ Subsequently, the Colgates ceased 
to manufacture corn starch at their Jersey City plant, so that, 
at the time of the formation of the N ational Starch Manufactur- 
ing Company in 1890, the Wood plant at Columbus was the 
oldest corn starch manufactory operating in the United States. 
In the employ of the Colgates at their New Jersey factory 
was an Englishman by the name of Thomas Kingsford. In 


’ English patent granted April 30, 1840. 

2 March T2, 1841, No. 2000. A very exhaustive description of the Orlando 
Jones alkali process is to be found in the Scientific American, March 4, 1854. 
IX Scientific American, 194. 

’ This patent was assigned by J. T. Jones, executor for Orlando Jones, to two 
New York attorneys (September 19, 1844; Liber Cr, page 79), who in turn assigned 
territory to various early manufacturers. It is important to note that every 
manufacturer of corn starch has used the Jones process or specific modifications 
of it. 

4 Letter dated February 1, 1844, of Charles Colgate. Investigations inthe 
early books of Colgate and Company indicated that they began to purchase con- 
siderable amounts of corn for making starch after June I, 1844. 
for the Colgates obtained rights under the Orlando Jones patent in 18 
ment, Liber Cr, p. 83.) They had, apparently, been using it before. 

5 Letter of Henry R. Wood, dated March 4, 1913. The rights under the 
Orlando Jones patent were not acquired by Wood until January 29, 1848. Liber 
Pr, p. 407. 
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1848, he obtained rights under the Orlando Jones patent And 
established a small corn starch factory at Oswego, New York? ) : 
About 1852, Hiram Duryea, then a young man, became interested 
in the corn starch industry, and experimented on the Orlando | 
Jones process with a view of increasing the yield of starch per 
bushel of corn. His experiments were successful?) In 1855, he 
and his brothers established a corn starch factory at Glen Cove, 
Long Island, which in due course of time became the largest 
corn starch plant in the United States. 

In the succeeding years, the corn starch industry grew by 
leaps and bounds until, by 1880, the annual consumption of 
the country was estimated at about 211,000,000 pounds while 
the productive capacity of the country had reached approxi- 
mately 230,000,000 pounds. Corn starch was being used for 
cloth sizing, for the manufacture of certain candies, for laundry 
purposes, and the preparation of desserts. Although the greater 
quantity of starch was sold in bulk for use in manufacturing 
industries, there was the larger margin of profit in the sale of 
“ trade-mark ” box starches for domestic consumption. Owing 


1 Assignment for “ County of Oswego,” July 21, 1848 (Liber Rx, p. 333), to 
Thomas Kingsford. 

2 It has been stated frequently that Kingsford was the first corn starch manu- 
facturer, and that the preparation of starch from corn was due to his experiments. 
(So stated, for example, by Dr. H. C. Humphrey before the Eighth International 
Congress of Applied Chemistry. XIII Proc. Cong. Applied Chem. 1912, 189.) 
This is not true. A research made into the original records of Colgate and Com- 
pany shows that they were making starch in 1844 from corn and that Kingsford was 
an employee at their factory. Furthermore the specific assignment of rights under 
the Orlando Jones patent indicates that the process employed in Kingsford’s 
Oswego factory was at most a modification of the Jones process, known and prac- 
tised before. Kingsford’s factory was not taken into the first consolidation, but 
was the most important constituent of the second combination formed in 1899. 
See p. 61. 

8 The improvement of a round cistern with toothed rake was invented by 
Hendrick V. Duryea, father of Hiram Duryea. Letters patent, 12,846. Dated 
May 8, 1855. 

4 Estimates of statistician for Glen Cove Manufacturing Company. His 
figures were “ Annual consumption of country, 211,601,000 pounds; annual capacity 
of factories, 228,810,000 pounds. Of the total capacity the Glen Cove Manu- 
facturing Company had 65,250,000 pounds, based on a 12-hour run. Latterly 
its plants were running twenty-two hours. 
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to the over-production, competition of a most severe character 
developed in both the bulk and domestic box starch branches of 
the industry. In the former it led to low prices which frequently 
fell below the cost of production and in the latter to heavy ad- 
vertising and selling expenses to maintain the popularity of any. 
special brand. These conditions of severe competition were 


further e in the decade from 1880 to 1890, by an increase 
ef production in the western field of poorer grades of starch, and 
a drastic cutting of prices by the small producers struggling for 


vantage ground without the support of an established trad 
mark. Wm. F. Piel, Jr., first Vice-President and later the Pres 
dent of the National Starch Manufacturing Company, th 
_ characterized the starch trade before 1890. “‘ There had been 
| among the different plants very severe competition for a number 
of years. Very many of them were working at less than their 
full capacity —in many cases producing about half of their 
capacity. Some half dozen of them had been closed entirely; 
some were in the hands of receivers. The best ones were making 
some money, but not much. In this period of severe competi- 
tion the poorer plants, feeling the necessity of realizin rapidly 
on their products, were cutting prices ver badly — in many 
cases down to below the cost of production.” ! Piel had reference 
to the condition of the western manufacturers, of whom he was 
one, for both the Duryea and Kingsford plants in New York 
State had been able, through the excellence of their product and 
the reputation of their brands, to maintain a level of prices which 
yielded a fair margin of profit. He is perfectly correct, however, 
in his statement that at the time of the organization of the Na- 
tional Starch Manufacturing Company, “ the producing capa- 
city of all the plants together was considerably beyond the need 
—! the market at remunerative rates.’”%2 | 
| He also testified before the Industrial Commission that 
“ever since the year 1882 efforts had been made in the starch 
business to form some kind of an organization that should be 
able to regulate the supply, but without success, owing chiefly 


1 XII R. I. C. 672. 
2 Ibid. 
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to the jealousies among the individual manufacturers.” Again 
Piel’s reference seems to have been to the western manufacturers, 
for it has been impossible to find any evidence of an attempt 
to form a combination before 1889 which was intended to in- 
clude Duryea’s Glen Cove and Kingsford’s Oswego plants. As 
the former alone produced upwards of 30% of the starch manu- 
factured in this country, it is clear that no organization would 
be successful which did not include at least these two eastern 
manufacturers. In 1889 a promote whose attention had been 
called to the starch industry because of the success of the Glen 
Cove Manufacturing Company, organized the Cumberland 
Investment and Security Company for the express purpose of 
acquiring options on various starch plants with a view of forming 
a large industrial combination. A general plan of amalgamation 
was arranged at a meeting in Cincinnati which was attended by 
a large number of the starch producers. The details of this we 
propose to discuss presently. It is interesting to note, however, 
that no general pooling agreements existed in the starch industry 
before the formation of the first starch combination and that this 
was formed as a corporation and not as a trust. The absence 
of the pooling and the trust forms of organization, prior to the 
formation of the corporation, is unusual in the history of an in- 
dustrial combination promoted before 1891. 

The promoter secured an option on twenty starch manufac- 
turing plants situated in various parts of the country. The 
options stipulated that the vendors receive 25% of the value of 
their mills in actual money and the other 75% in securities of 

“the National Starch Manufacturing Company? The propor- 
_ tional allotment of securities was exactly the same for all the 
manufacturers, .Of..the_75% paid in securities, 45% of the 
amount was to be paid in bonds, 30% in first preferred stock, 
and 25% in second preferred stock. Another and simpler way 
of stating the same thing would be to say that the manufactur- 


ers received 25% in money, 334% in bonds, 223% in first 


1 Chester W. Chapin. Mr. Chapin had been successful in several promotions. a ae 
Tn this one he was associated with J. K. O. Sherwood, a broker. 


/ 
2 Option Agreement, dated January 30, 1890. ( ,) / 
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rred stock and 18%% in second preferred stock of the ap- 
received a bonus of common stock of the National Starch Manu- 
facturing Company amounting to 273% of his priédhl’ The 
working capital was inventoried and paid for in money. ‘The pro- 
moter, through the Cumberland Investment and Security Com- 
pany, of which he was President, furnished $1, 545,750 to make the 
necessary money payments on the purchase of the plants. In 
return he received an equivalent in bonds and preferred stocks 
and an equal bonus of common stock. 


Bonds tesa (tea eee $695,587 (45 % of money furnished) | : 

j First Preferred Stock .... 463,725 (30% of money furnished) 

| Second Preferred Stock... 386,437 (25% of money furnished) 
Common Stock ......... 1,545,750 (100% of money furnished) 


_ The money required to provide for the working capital, so that 
the Company might commence (computed as 20% of the value 
of the plant), was underwritten by the promoters on the same 
terms. This involved the underwriting of $1,236,600, for which 


* The somewhat complicated conditions of stock issue were summarized as 
follows in the original option agreement between the Cumberland Investment 
and Security Company and eighteen of the vendors, dated January 31, 1890. — 
Section 5. 

5th. — Each of the parties of the second part shall receive as Consideration 
for the conveyance of their plants, patents, trade-marks, good-will, etc., as afore- 
said, the price named in their respective options with said Chapin, which price 
shall be paid as follows to wit: One-fourth thereof in cash, forty-five per cent 
of the remaining seventy-five per cent in said first mortgage bonds, thirty per 
cent of the remaining seventy-five per cent in said first. preferred stock and twenty- 
five per cent of the remaining seventy-five per cent in said second preferred stock, 
and they also receive, in addition to the said bonds and preferred stock, common 
stock to the amount of thirty and three-eights per cent of the bonds and to the 
amount of thirty-five per cent of the first preferred stock and to the amount of 
fifty per cent of the second preferred stock to which they may be entitled as above. 


6th. — Said Cumberland Company shall, on or before April rath, 1890, pay 


to said Manhattan Trust Company the money necessary to meet the foregoing 
cash payments provided to be made to the parties of the second part and upon 


, the said Manhattan Trust Company shall deliver 
to the said Cumberland Company, 


and preferred shares equal in amo 


Atlantic Starch Co 
Thompson, White & Co. 
S. Catsinger & Co. 

John Clements 


Muzzy Starch Co. 


Julius J. Wood Starch Co. 


C. Gilbert Starch Co. 


The Excelsior Starch Mfg. Co. 


The Wm. F. Piel Co. 
The Geo. Fox Starch Co. 
Firmenick Mfg. Co. 
Richard Johnson 

Glen Cove Mfg. Co. 

The A. Erkenbrecher Co. 
The Topeka Starch Co. 


Wesp, Lautz Bros. & Co. 


Voorhees Starch & Refining Co. 


Sleeper Starch Co. 
Ottumwa Starch Co. 


Thos. W. Woollen Trustee 


Chester W. Chapin, Pasar 
0. 


Cumberland Inv. & Sec. 


Atlantic, Iowa 


Franklin, Ind. 


Edinburgh, Ind. 


Madison, Ind. 


Elkhart, Ind. 


Columbus, O. 


Des Moines, Iowa 


Elkhart, Ind. 


Indianapolis, Ind. 


Cincinnati, O. 


Peoria, Ill. 


Madison, Ind. 


Glen Cove, N.Y. 


Cincinnati, O. 


Topeka, Kan. 


Buffalo, N.Y. 


Danville, Ill. 


Des Moines, Iowa 


Ottumwa, Iowa 


Franklin, Ind. 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant : 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Plant 
Working Capital 


Basic Price Bonds First Preferred Stock Second Preferred Stock Common Stock Daily 
Grinding 
Money 1° - 
Working } Workin: : Work . Capacity 
Plants Capital 1 Plants * Capital? Plants 4 joey Plants ® Capital? Plants 8 vos Bushels 
$80,000 Sha $27,000 eee. $18,000 Aa $15,000 wae $22,001.25 Ped $20,000 300 
Bide. $16,000 eee $7,200 sie $4,800 ef $4,000 sere $16,000 nate 
125,000 vases 42,187.50 AS a 28,125 sities 23,437.50 fae 34,376.05 rrevde 31,250 1,000 
hacts 25,000 setsis II,250 Pees 7,500 ere 6,250 works 25,000 elie 
175,000 Theis 59,062.50 sar 399375 or 32,812.50 “aos 48,127.73 sida 43,750 1,100 
we 35,000 wigioys 15,750 chi 10,500 pena 8,750 dives 35,000 Pore 
175,000 reais 59,062.50 ee 30.375 fuse 32,812.50 eis 48,127.73 Bete 43,750 1,000 
Saree 35,000 ee 15,750 eee 10,500 ri 8,750 syotats 35,000 atetis 
175,000 Beets 59,062.50 00% 395375 Saito 32,812.50 S006 48,127.73 aode 43,750 1,200 
sees 35,000 Scie 15,750 Besa 10,500 oe 8,750 wave 35,000 oat 
175,000 Sty 59,062.50 ones 395375 nek 32,812.50 i 48,127.73 see 43,750 1,150 
Dees 35,000 Morte 155750 Ss 10,500 oe 8,750 eae 35,000 aoe, 
400,000 brie 135,000 ee 90,000 are 75,000 Bebra 110,006.25 suerte 100,000 1,500 
ee 80,000 ee 36,000 4 24,000 ee 20,000 Be 80,000 ee 
200,000 Spal oe 67,500 Satis 45,000 wea 37,500 AAD §5,003.12 Bree 50,000 1,000 
40,000 ee 18,000 sito 12,000 eels 10,000 ae sts 40,000 Dea 
555,000 Ai 187,312.50 aed 124,875 bien 104,062.50 ons 152,633.67 arse 138,750 2,150 
ate III,000 rans 49,050 Bois 33,300 BRAY, 275750 ae x III,000 elegy 
300,000 Ayano 101,250 ace 67,500 wate 56,250 nfo ne 82,504.68 Seer 75,000 1,300 
VERS 60,000 fe 27,000 eae 18,000 Lion! 15,000 pein 60,000 eee 
250,000 Sen 84,375 Rate 56,250 ips 46,875 ee 68,753.90 ee 62,500 75° 
Nese 50,00¢ Saas 22,500 pie 15,000 sore 12,500 ae 50,000 Rone 
250,000 Bane 84,375 savers 56,250 drateie 40,875 oa 68,753.90 sabe 62,500 1,000 
vere s 50,000 Backs 22,500 Stands 15,000 eee 12,500 cua 50,000 Axton x 
2,000,000 ae 675,000 aaa 450,000 share 6 375,000 oecs 550,031.25 Sis 500,000 7,500 
z 400,000 Pr ns 180,000 Se 120,000 sien 100,000 ee 400,000 we 
450,000 Sasi 151,875 yee: IO1I,250 ares 84,375 See 123,757.02 paris II2,500 2,000 
Pav 90,000 honors 40,500 ati wha 27,000 Sion 22,500 oie oe 90,000 stele 
100,000 a 33,750 aie 22,500 toes 18,750 Seve 27,501.56 Serer 25,000 500 
20,000 an 9,000 alte 6,000 Stowers 5,000 At 20,000 see 
408,000 uae 137,700 Rete 91,800 sroteve 76,500 ers 112,206.36 Shere 102,000 1,000 
ea. 81,600 nea 36,720 weeks 24,480 Sia 20,400 ase 81,600 aatee 
75,000 ayaais 25,312.50 wile’ 16,875 tee 14,062.50 eaek 20,626.17 wee 18,750 Closed 
ar 15,000 Bites 6,750 eee 4,500 Sane 33750 Ae 15,000 Pee 
100,000 Rts 33,750 eit 22,500 ae 18,750 = 27,501.57 BotK 25,000 600 
20,000 Beare 9,000 sees 6,000 sce 5,000 Rote 20,000 Eee ate 
130,000 gor 43,875 sees 29,250 see 24,375 ae 35,752.02 a! 32,500 750 
wie 26,000 yon II,700 Moa 7,800 hie ae 6,500 Evite 26,000 Shots 
60,000 soe 20,250 vee 13,500 wees 11,250 ce: 16,500.03 aa 15,000 
Re 12,000 ae 5,400 eee 3,600 ae 3,000 Sane 12,000 ons 
695,587.50 463,725 386,437.50 1,545,750 
$6,183,000 $1,236,600 | $2,782,350 $556,470 [$1,854,900 | $370,980 | $1,545,750 $300,150 | $3,246,171.52 |$1,236,600 {$1,545,750 
$7,419,600 $3,338,820 $2,225,880 $1,854,000 $4,482,771.52 $1,545,750 25,800 


2 Computed on the basis of 45% of 75% of basic price. 


3 
4 
6 


Computed on the basis of 45% of basic price. 
Computed on the basis of 30% of 75% of basic price. 
Computed on the basis of 30% of basic price. 


Computed on the basis of 20% of the price estimated per value of the Plant. 


6 Computed on the basis of 25% of 75% of basic price. 
7 Computed on the basis of 25% of basic price. 
8 Computed on the basis of 333% of bonds 35% First Preferred and 50% of Second Preferred. 


9 Computed on the basis of 100% of basic price. 
10 Computed on the basis of 25% of basic price. 
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service the promoters received nothing outrig uring the 
first two years of the National Manufacturing Company’s exist- 
ence, when the men behind the promoters were marketing the 
securities, the bonds sold for their par value; the first preferred 
stock averaged $105 a share in market price, the second preferred 
stock $109 a share, and the common stock $43 a share. On the 
basis of actual money values, then, the compensation of the pro- 
moters amounted to $722,677.2 


The National Starch Manufacturing Company was incorpo- 


rated under the laws of Kentucky, February, 1890. The Com- 
_pany acquired the plants and inventoried merchandise of twenty 


aN oh 


starch aye and issued in exchange a total of $12,353,900 in 


securitieg.3 
i lal 


forty-five per cent of bonds, thirty per cent of first preferred stock and twenty- 
five per cent of second preferred stock, and said Trust Company shall also deliver 
to the party making such payment, in addition to said bonds and preferred stock, 
Common stock equal to Fated of said cash sum so paid * and shall also de- 
liver to said National Manufacturing Company the deeds and abstracts of title 
deposited with it by the parties of the second part, but if the said Cumberland 
Company shall fail to pay to said Manhattan Trust Company the money as afore- 
said stipulated to be paid by said Cumberland Company to said Manhattan Trust 
Company and within the time stipulated said deeds and abstracts and options 
shall be returned to the several parties of the second part, and this contract and 
all options shall thereupon be void as to all parties hereto. — Option Agreement, 


J y 31, 1890. Section 6. 
(i the original plan, as evidenced by the option agreement of January 31, 1890 


cle 7), contemplated the payment in cash for the inventoried working capital. 
The promoters agreed to furnish the cash on the same terms as they had furnished 
the purchase money for the plants. As an actual matter of fact the vendors took 
securities, with the 100 % bonus in common stock, for their working capital instead 
of cash. (The present writer has checked the names in which all the original 
certificates of stock, given for working capital, were issued. In practically every 
instance the certificates issued for working capital were issued to the same parties 
as those for the plants, and for proportionate amounts.) 

@ Pwing to the difficulty that the student of economics finds in getting at the 
exact terms under which an early combination was promoted it seemed profitable 
to reprint the original schedule employed in acquiring the plants. The explanatory 
notes at the bottom of the table were not on the original schedule and are added 
here merely to complete the account. For memoranda purposes the daily grind- 
ing capacity of the plants is added at the side. For table, see attached chart. 

8 The original schedules call for slightly different amounts. These schedules 
were copied on the New York Stock Exchange Listing Application (A-877). Bonds, 


* The common stock bonus was afterward increased to 100% of the cash furnished. The 
common stock authorized was increased from $4,000,000 to $5,000,000, 
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Fixed 
Authorized Issued Rate Charges 
NT Bonds: tuna MII $4,500,000 $3,837,000 6% $230,220 
HirstyPreferrediStockgrmsns eerie 3,000,000 2,219,400 8% 177,552 
Second Preferred Stock .......... 2,500,000 1,846,800 12% 221,616 . 
Common! stockaeperreeee een ee 5,000,000 4,450,700 
Totals Sap ate ack sete. $15,000,000 $12,353,900 $629,388 


Of these plants that of the Duryea Glen Cove Manufacturing 
Company was distinctly the most valuable. It was the largest 
corn starch factory in the United States and produced upwards 
of 25% of the starch made in the country besides a considerable 
quantity of glucose. It was, however, poorly located for com- 
petition with the Western manufacturers. The rest of the plants 
were relatively small. Altogether the National Starch Manu- 
facturing Company had a rated daily capacity of 25,800 and a 
merchantable capacity of approximately 20,500 bushels of corn. 
This represented ar annual yield of starch amounting to 200,- 
000,000 pounds ! or about 70% ? of the output of all the factories 
of the country. We can obtain an estimate of the actual value 
of the property acquired by the National Starch Manufacturing 
Company only through indirect evidence. The plants alone 
were assumed, on the basis of the money paid for them, to have 
a value of $6,183,000. At the time they had a remunerative 
capacity of about 20,000 bushels of corn a day. Thoroughly 
equipped up to date starch mills, making use of the alkali pro- 
cess with Duryea’s cistern and rake equipment, could have been 


$3,338,820; F. P., $2,225,880; S. P., $1,854,900; common, $4,482,771. Less 
amounts of stocks were issued than originally contemplated, as the working capital 
of two small factories was paid for from the treasury of the National Starch Com- 
pany. Additional bonds were probably issued to obtain more working capital. 

1 Computed on a basis of 20,000 bushels of corn a day, producing between 30 
and 34 pounds of starch to the bushel. In the listing application, New York 
Stock Exchange, it was said “ The properties owned by the National Company 
have a capacity of from 230 to 240 million pounds and are now producing rising 
200,000,000 pounds of starch yearly.” Listing Application, New York Exchange, 
A-877, June 6, 1890. 

? In his affidavit Wm. F. Piel, Jr., estimated the percentage of control as 65 %. 
(XIII R. J.C. 673.) It is believed that the larger percentage is more correct. 
Piel under-estimated the Duryea plant which had duplicate apparatus enabling 
it to operate nights. 
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built at the time for approximately $2,000,000. A number of 

the plants were so antiquated and so expensive to operate that 3 
they were immediately closed. _ Mr. Piel admitted later that, 

of t oorer ones, they would never have enter ombina- 

pieces of property was far greater than the mere manufacturing 

value of the plant§.? / All things considered it is probably fair to 

believe that the plants had an actual value of about $2,500,000. 

It was believed by the promoters at the time that the plants were 

worth at least a third more than the total par value of the bonds.? | 
The working capital had an inventoried value of $1,236,600. > 


The actual property acquired by the  ereneneen MOT al ef 
peas Company was therefore. worth approximately. $3,750,- 


Against this the Company issued $3,837,000 in ee ae 
3 < 500,000 of stock, carrying $230,220 in fixed charges and $400,- 


ooo in contingent charges. _Had_ the Company been able to pay 
all the fixed and contin ent charges on its bonds and preferred 
approximately 177% on the actual property investment. It_ 


XT Ro Cs072., 


2 For example the National Starch Manufacturing Company acquired from the 
Duryeas valuable New York real estate fronting on South, Water, and Mont- 
gomery streets in addition to the starch factories at Glen Cove, L. I. Articles of 
Agreement for sale of Glen Cove Manufacturing Company, dated March 24, 1890. age 


fh 


New York, June 5, 1890. 


Ratna DuryvEA, President, 9 


and Security Co. in acquiring the several plants, contracts, it assigned to the o 
National Starch Mfg. Co. — embracing all of the factories now owned by the  , 
National Starch Mfg. Co. — the real estate was valued by conservative appraisers, / i" ve 
and the bonds ($4,500,000) issued to secure the mortgage placed upon said real 
estate by the National Starch Mfg. Co. do not exceed seventy-five per cent of the / 
appraised value. 


DEAR SIR yy 
In response to your enquiry, I would say that the Cumberland Investment A 


CHESTER W. Cuapin, Prest. 
Cumberland Investment and Security Company. 
This letter is incorporated because it forms the basis of Mr. Duryea’s statement 
to the listing committee of the New York Stock Exchange (Application A-877, 
June 6, 1890); also the statement in the Commercial and Financial Chronicle to 
the same effect. 
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should be remembered, however, that the trade-marks of the 
various companies acquired by the National Starch Manufac- 
turing Company were of great value. In fact, from the point 
of view of earning capacity, it could very well be contended that 
several of these trade-marks were even more valuppble than the 
factory property where the starches were produced 

The first Board of Directors consisted of twenty-one members, 
seven of whom were representatives of the promoters and four- 
teen of the old starch interests. Hiram _D was chosen } 
President. His policy was. to.restrict. the output.to..such. pro- 


portions that the Company should.be.able to dispose of its prod- 

uct at a profit. He tried not to antagonize the manufacturers 
3 a ee 

outside of the combination by.a.destruetive-price-policy. The 


= “prices of starch were successfully held at high levels and the first 


year of the Company’s history showed substantial earnings 
so that the Directors were able to pay the interest, sinking 
fund and preferred dividend charges, — (amounting in all to 
i and in addition a dividend of 1% on the common | 
4 stock. The total payments on the securities amounted to || 


TT $014.8 cum ht e most successful year in the life of the — 


- Company. 

One of the greatest weaknesses of industrial combinations is 
the difficulty they meet of holding their most efficient officers 
to the detailed administration of the Company’s business. One 
of the important inducements which led the owners of the Glen 
Cove factory to dispose of their plant was the hope of retiring: 
from active business. Hiram Duryea accepted the Presidency 
at first because of the large interest of the Duryea family in the 
success of the combination. At the earliest opportunity he 


. As an illustration of the value of trade-marks in the starch industry one may 
note that even at the present time (1913) the wholesale price of the best-known 
box starch for eatable purposes, ‘ Duryea’s Glen Cove Corn Starch ” is nearly 
twice that of a similar starch sold under a less well-known trade-mark. This 
extra price, over and above the competitive price of the starch alone, is of the 
nature of an economic rent on the trade-mark. As “ rent ” it can be capitalized. 
So that the capitalization of trade-mark earning power is not to be considered 
over-capitalization any more than the capitalization of business sites. The 
difficulty comes in determining a constant earning capacity, a standard “ rent,” 
which can be legitimately used as the basis for capitalization. 
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withdrew and subsequently sold his securities in the National 7*+« MH 
Starch Manufacturing Company. William’ F Piel; Jr. was ad- Pine 


vanced to the Presidency. Instead of followi ieory 


maintaining prices at a remunerative level the new management Vv 
attempted _to dri i out of the business cuttin 


“ prices, The panic of 1893 and the succeeding years of depres- 


sion made conditions in the bulk starch business_particularly 


hard. Competition from the western manufacturers of glucose 
increased in severity and the National Starch Manufacturing 
Company found itself in a secure position only in regard to its 
widely advertised trade-mark brands. As a result the earnings 
of the Company fell off rapidly. On July 1, 1893 the regular 
dividend on the second preferred stock was passed ‘‘ on account 
of excessive competition during the last winter and spring, and 
the present dulness of the trade.” 1 Soon afterward the dividend 


on the first preferred stock was passed and in the following year 
no dividends were paid. 


It was stipulated in the original contract under which the Com- 
pany purchased the factories that no manufacturer shouJd “ en- 
gage in the starch business ” during a period of five bend (ye This 
was adhered to, but after the expiration of the five years several 
manufacturers began again to operate competitive plants. In 
/ the autumn of 1895, in order to create a business for his sons and “ 
for certain old employees of the Glen Cove factory toward whom 
the new management had been inconsiderate, Hiram Duryea 
assumed the financial responsibility of a wholesale jobbing busi- 
ness in New York City. The partnership, known as Duryea & 
Company, became agent for a starch factory in Sioux City. 
The product of this factory was marketed under the partnership 
name. It proved of inferior quality, and to maintain the good 
reputation of his name in the starch business, Mr. Duryea and 
his sons bought the plant) The factory was remodelled and 


1 56 Chron. 1015, June 17, 1893. 
( Agreement between Cumberland Investment and Security Company and 


eighteen vendors, dated January 31, 1890. 
The Sioux City plant was in very bad shape and was purchased by the 


Duryeas at about 60% of its capitalized value. A considerable sum was spent in 


remodelling it. 
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the product very much improved.! As a result severe compe- | 
tition followed between Duryea & Company and the National 
Starch Manufacturing Company. 

These highly competitive conditions continued for several 
years. In 1899 a promotet? in New York conceived a plan of 
uniting into a new Company the four most important box starch. 
competitors outside of the National Company and eventually 
harmonizing all the interests. Allen, the promoter, brought 
the plan to the attention of Charles R. Flint of New York who 
had attained a considerable reputation for launching industrial 
combinations. The latter agreed to take hold of the promotion 
and secure, through a trust company loan, the money necessary 
to make the payments required by the vendors. A meeting was 
held June 30, 1899, at Mr. Flint’s office where the financial 
details of the new Company were arranged.* ‘The outcome of 

= Patil, = <a 


1 In fact Mr. C. B. Duryea developed an improved “ thin boiling starch ” 
the Sioux City plant, which was superior to any then produced. The ee 
of thin boiling starch has been attributed to Dr. Behr. (Wagner, in 1909 J. Soc. 
Chem. Ind. 346.) The matter is a subject of controversy. 

2 George M.-Allen. 

3 To illustrate the tentative manner in which such combinations were frequently | | 


consummated, a copy of the original memorandum is given here. Die 


MEMORANDUM OF MEETING held at the office of Charles R. Flint 
30th at 10 A.M. 
ee. Messrs. Flint, Auerbach, T. P.. Kingsford, Higgins, ced Morton, 


Tt is cs to organize the United Starch Company with a capital of hey 500,000 
preferred, six per cent cumulative stock, and $3,500,000 common stock. And 
that the former shall be held in trust by the U. S. Mortgage & Trust Co. and 
issued later through bankers to be provided by Mr. Flint. The common stock shall 
also be held in trust for the owners for such a time as they may elect. 

It is agreed and understood that the vendors shall receive $950,000, in cash, 
$1,550,000 preferred stock and $3,000,000 in common stock, for their plants and 
inventories, to be provided for as follows: 

First, a loan shall be made by the U. S. Mortgage & Trust Co. for $950,000 for 
nine months, same to be paid from the proceeds of the sale of an equal amount of 
preferred stock to be issued at such time as in the judgment of the Directors ye 
be proper. ‘The proceeds of this loan to be used as follows: 


To ‘pay: Kingsford. aca kA chi ee Gee eee a ae $400,000 
OLCOM Ric celepersinrs late sisis 05 pus Be oianacc ce atehs radaee ee ovale eater riece error ete 175,000 

GIAVES! fF ystasranctsicicreineersivtsioineienien sitemeter cleat ke eee nae eee 350,000 

DUE C2 ys ie. reseteieiceheieniess eises © ae ee ee ee 25,000 

‘Fotal cscs: sfnleitelene atta cease soles ae okemeae Gan aero $950,000 


Second, in addition to the cash paid as above, preferred stock shall be assigned 
to the vendors as follows: 
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this was that the United Starch Company was formed Sep- 
tember 1, 1899. It acquired the business of the Duryea & Com- 
pany and the Sioux City Starch factory, the Argo Starch factory 
of Nebraska City, controlled by Joy Morton, and the entire 
capital stock of Kingsford’s Oswego Starch factory. In addi- 
tion the Company purchased outright the business and factory 
of Gilbert S. Graves of Buffalo, N.Y. To obtain the money 
necessary to purchase the various plants and supply the Com- 
pany with working capital the promoters! gave a mortgage of 
amounting to $950,000.. The United Starch Company was 
capitalized for $5,026,300..0f.which--$2;526;300..consisted.of 6% 
preferred, and the balance, $3,500,000, of common stock. Al- 
together the issued capitalization of the consolidation amounted 
to approximately $6,000,000. At the time of its formation the 
ta eae are 
a 


100,000 — on inventory 
Graves mr ome receiver ciererguait.n eususi she. cvavaye oisteue-s 50,000 — on plant 


ENO Gall ereeesare caetene reeeby ats ys exo) Mera eretec ots et eves oealer eles $1,550,000 
which shall be held in trust by the U. S. Mortgage & Trust Co. for account of | 
the owners until the time of issue. | 
$3,000,000 of common stock is to be issued to the vendors in part payment of 
real and personal property turned over to the new company, as follows: 


Eine Rion amerearrattaterct ett ele sereteve fetes vote ereratethccta oielaua%s iatajeiaqele-wiajelalclstaieine ste sees $2,422,500 
RY Mite am TRI ace ci ene eters aos ace ta sasagsdaveaeare Ma sritete NMRa Taras ate tate Mahle a Sala LIE Bie fe lav acavle pastels Sie 255,000 
DUT cond not 6b aD aD OOO 0D OCU ROU TeaD OTOS PD RIaE COAT Ome D ADOC OrN nae 322,500 

eat x Leer ret P eee var eeecey cinerea ree ae et TeTn a rela e lvls Giuleidcs eiitelelecs aiasvaue ew $3,000,000 


Included in the property turned over by the vendors it is estimated that there 
will be about $750,000 of quick assets, consisting of grain, package materials and 
q starch, manufactured and in process. 
$500,000 in common stock shall be paid to cover the entire costs of promoting 
the company, including the charter, the organization, the commission paid in 
' stock for securing the loan, the fee of the bankers who issue the preferred. 


BO MMONSstOCkstOBVENGOLseiaris oe cen ele At aiete ee ae uke Caroasesrotelelen! he wale oes $3,000,c00 
GamnmsONGStOC Kato LOI OCETS cas aievs aussaie este) si sicioe esr, Calis, wil nie seely ance Aye eid osha 500,000 
\ FatalicommMantetocks ach aoiite.- > lobia cack ts ini ssa ida Re eareS $3,500,000 


1 This method of financing was arranged by Chas. R. Flint. 
2 Distribution of the capitalization of the United Starch Company at time of 


issue. =r aceon 


—_ Preferred Common 
Cash Stock Stock 
For real estate: 
10 F440) 8 Vth Chie: Ch TERRE TG et NERO ANT $400,000 $1,100,000 $2,422,500 
MAOTLONM My ice Pee aasisa nate ated t pine eerie 175,000 125,000 255,000 
TV Ea rds leisy Poa ack wte wi Pleyarewuted sLyje *: 9: eie'6)siai6) ais" ai6 Sy 100,000 322,500 
Lea MA Te eet cris UU Bee eee rs de vee 250,000 100,000 
ie 


$ 
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combination was producing an amount of starch practically 
equal to that of the National Starch Manufacturing Company, 
the output of which, actually, and relatively to its competitors, 
had steadily decreased since 1892. 

The financial condition of the National Starch Manufacturing 
ompany was kept secret. The only information vouchsafed 
x)the public was that contained in the balance sheet of December 
31, 1898. It was meagre and served to confirm, rather than i j 


_ allay, any suspicions of financial unsoundness.! By July, 1899, | ' 


| the amount of unpaid dividend had accumulated to $38 a share on 
[| 


_ the first preferred stock and $82 a share on the second preferred 


; 


Preferred Common 
Cash Stock Stock 
For inventories: 
Kingsford (included in previous) ............. Se a: 
IM Ort arts oes etrcorce eek oi: ae ase ee Ee $18.47 $31,600 
Dury cate tetraacetate 25,004.36 69,700 
GRAVES pater etn une itieve ecisacsiish Taner nears 39;704.85 when 
For promoters: * 
Alien:and Plintwecmnnc ve ceoa cane tee nee estes nays $500,000 
Working capital: 
SY Sisson oe 60,212.32 
Lotals, eee a ee eee $050,000 $1,526,300 $3,500,000 
(Treasuryiof Company mri sect tr. vane ee ee eS $23,700) 
1 BALANCE SHEET, DECEMBER 31, 1808 
Assets 
Permanent Investment Lnteea.asccinetrt se aenrectee cate eee $11,392,572 
Redemption(of Bond, Accounts ceric cae oot steele ene ene 571,035 
Bonds‘ior Sinking! Bund -s; tack case aco ee a ee ee 1,166,000 
SUNGTICS ffs AS RFR iy AIOE Cie, PME Neate IS en, phd Ra tice RE 266,992 
Receivables. Sriiee eee jan ce teen ass oe Ee Mee eee ea ae I,211 
Products:andi Supplies aaa es sece see oc eee eee eee 553,036 
Unexpiredalnsurance rcs ete crscs cteiele aint kates bit AEN a ee 17,206 
CASH cRaper fu ae cee ls sts. Sheinieye SOMA Toe aie re ne ee na 148,227 
$14,117,1 
Liabilities pars 
Capital Stock: 
Hirst Preferred ew. ht. SSN oe ind Has ee $ 2,219,400 


Second Preferred 


46,800 

Connon ee ene, Le ee eee gD 50,700 
Bonds (May 1, 1920, interest semi-annually) 287,000 
Sinking Fund Reserve 1,215,510 
Sundriesiiix. Stier oe ee ee 123,117 
Discount on Bonds Purchased 9,820 
$14,117,179 


This report was exceedingly interesting, from the standpoint of the accountant, 
An item of “ Bills Receivable ” occurs among the assets, but no bills or accounts 
payable, or similar items among the liabilities. The interest on the bonds was 
payable semi-annually, March and November, and yet there was no liability, 
apparently, on December 31st, for accrued interest. Assets were swelled by unex- 
pired insurance, with no corresponding account for accrued or contingent liabil- 
ities., Asa whole, the report shows a “‘ permanent investment ” of over $11,000,000 
(68 Chron. 328). It later developed that the Company had a large volume of out- 
standing notes upon which it was contingently liable. 


' * The promoters’ share went very largely to Flint. 


g 


eee 
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stock, and the market value of the Company’s securities had 
fallen to speculative level 
About the time of the formation of the United Starch Com- 


pany rumors were circulated that an entirely new combination ~ 
was to be formed which should harmonize the conflicting in- | 


terests. Meanwhile a syndicate agreement was prepared under 
date of October 5, 1899, which looked to the acquisition of the 
stocks of the National Starch Manufacturing Company with a 
view to reorganizing the.Company. By this agreement, the 
managers of the syndicat¢”\offered to buy the securities of the 
old Starch Manufacturing*Company on the basis of $75 a share 
for the first preferred stock, $30 a share for the second preferred 
stock, and $10 a share for the common stoc These figures 
were slightly above the market quotations. Those holders who 
deposited their stocks had the option of becoming members of 
the purchasing syndicate, and participating in the reorganization 
of the Company. The terms of this reorganization were not 
divulged until later. By January 10, 1900, holders of 75,149 
shares out of the total of 85,169 shares had signed the syndicate 
agreement and it was therefore declared operative. At about 
the same time, a Committee of three of the larger stockholders 
of the United Starch Company was arranged to codperate with 


MARKET PRICES AND DIVIDENDS 
NATIONAL STARCH MANUFACTURING COMPANY’S SECURITIES 


a ha 


Bonds First Preferred Second Preferred Common’ 
6% 8% 12% i 
189r Average’Price’............. 98 IIo II5 54 4 
Dividend Payment ......... 6 8 12 I ‘ 
1802) Average Price 2... 05..0.0s.. 102 IOI 103 33 ' 
Dividend Payment .......... 6 8 12 ° 
ESOS PAVEFAZE EIICE odor nn aiene- 08 103 103 32 . 
Dividend Payment ......... 6 4 6 of 1 
TSO4 MN AVErAge PriCe | (5.2.5.0 %\e riety 92 50 37 9 i 
Dividend Payment ......... 6 ° ° ° ‘ \ 
TSO MMA VERARELELICOSisei-,2 oisiale erele vie 95 53 31 8 { 
Dividend Payment ......... 6 ° ° ° Ft 
1896 Average Price ..........+-- 95 57 21 7 } N 
Dividend Payment ......... 6 4 ° ° é ¢ 
T8907 Average Price’. .35.-.6-+-- 100 65 21 5 | | 
Dividend Payment ......... 6 4 ° ° a 
1898 Average Price ...........-- 103 8x 27 8 . 
Dividend Payment ......... 6 2 ° ° 
68 27 7 


899 Average Price ............. 103 
(ie Morton, Chas, R. Flint, Alexander H. Stevens, W. E. Roosevelt, George 


oung. It will be seen that two of these men were concerned with the pro- 


- motion of the United Starch Company, whereas none were prominent in the 


\ 


Sb an ae 


National Starch Manufacturing Company. 


3 Reorganization Agreement, October 5, 1899. 
4 Circular of January 10, 1900. 
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the Reorganization Committee of the Starch Manufacturing 
Company.! As a result of these negotiations, a plan of reorgan- 
ization and consolidation was arranged, and submitted -to the 
stockholders of the National and of the United Companies under 
ete of April 9, 1900. 

_ The Reorganization Committee proposed to acquire, in the 
interests of of a new corporation, to be called the National Starch 
Company, at least a majority of the stocks of the National Starch 
Manufacturing Company of the United Starch Company, and» 
of the United States Glucose Company. This latter concern 
held control of the United States Sugar Refining Company which 
owned a glucose and starch factory at Waukegan, IIll.2 Th 
securities of all three compan. were exchanged for those of 


PRE NT 


the National Starch Company. A large part of the stocks of the 
. old Starch Manufacturing Company had been < acquired by 

the managers of the reorganization syndicate on a money basis, 

as outlined in a previous paragraph. The members of this syn- 

dicate who had contributed either money or National Starch 

Manufacturing Company’s stocks were given, for each $100 sub- 

scribed, $37.53 ° in new National Starch Company’s debenture 


1 As a matter of fact the plan of union had been worked out by Chas. R. Flint 
and Joy Morton long before the details were presented to the public. The re- 
organization was actually in the hands of promoters of the United Starch Company. 

2 The United States Sugar Refining Company, the operating corporation, was 
organized September 3, 1893. It manufactured a low-grade bulk starch for 
manufacturing purposes. The Company converted a large part of its product 
into commercial glucose so that it was, perhaps, a more considerable factor in the 
commercial glucose business than in the starch business. The holding corporation, 
_the United States.Glucose Company,.was.organized May 27, 1899. The under- 

“lying Sugar Refining Company had outstanding $1,000,000 first mortgage 6 % 
bonds. Its stock consisted of $2,000,000, all of one class. The United States 
Glucose Company, the holding Company, had, in 1899, acquired $1,811,600 of 
the Refining Company’s single class stock by issuing its own stocks in the pro- 
portion of 25 % in 6 % cumulative preferred stock and 75 % in common stock. In 
this way $452,900 of the preferred and $1,358,700 common stock had been issued 
to acquire the $1,811,600 of stock held in the treasury of the holding company. 
In addition $47,100 of the preferred and $141,300 of the common stock were 
reserved to acquire the $188,400, the outstanding minority interest in the Refining 
Company. (Data partly from Reorganization plan of April 9, 1900, partly from 
New York Stock Exchange Listing Application A—2465 and partially from indirect 
sources. 

3 $37.5282 Reorganization Agreement, April 9, 1900. 
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bonds and $92.71 in new preferred stock.! In accordance with 
this plan a subscriber to the National Starch Manufacturing 
Company Reorganization Syndicate received $130.24 in bonds 
and preferred stock of the new Company. The stockholders of 
the United Starch Company received debenture bonds of the 
new Company in exchange for their preferred stock taken at 
par; and new preferred stock for their old common stock on the 
basis of 45% of its par value. Enough bonds were reserved to 
discharge fully the bank loan of $950,000 when it should mature. 
In the case of the United States Glucose Company, the.Com- 
mittee held $25) 57,C 000 ‘of p preferred stock in the interest of the new 
Company, out of a total of $500,000 ? issued and reserved; also 
$771,000 of common stock out of a total of $1,500,000. The 
Reorganization Committee exchanged this majority holding in 
the Glucose Company for $2,225,000 of the new common stock 
of the National Starch Company. The Committee met its 
expenses by the issue of $140,000 in bonds, and was compensated 
for its labor by the issue of $125,000 in preferred stock. A table 
showing the capitalization of the constituent companies and 
that of the new National Starch Company is inserted on the 
following page. 

The figures expressing the reorganization bore little relation 
to actual conditions. Although the total outstanding capitali- 
zation was somewhat decreased, the securities bearing fixed 
charges were actually increased. The old bonds were allowed 
to remain undisturbed and new bonds to the amount of over 
$3,000,000 were created where there were none before. Inter- 
est charges were actually increased from $297,000 (the charges 
for all the companies prior to the consolidation) to $422,000. 
Considering the embarrassed condition of the National Starch 

1 $92.7144. Should the subscriber prefer, he might take $61.81 in both pre- 
ferred and common stocks of the National Starch Company instead of $92.71 in 
the preferred stock alone. Few subscribers availed themselves of the option, 
which indicated a general skepticism regarding the new Company. 

2 $452,900 issued, and $47,100 reserved to take up a like amount of underlying 
United States Sugar Refining Company stock. 


3 $1,359,700 outstanding, and $141,300 reserved to take up the underlying 
United States Sugar Refining Company stock according to plan outlined in note, 


page 64. 
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Manufacturing Company, which must have been known to the 
promoters, a further addition to the fixed charges was not in 
accord with wise business policy. 

Other considerations than conservatism lay in the background 
of the minds of the promoters of the National Starch Company. 
They believed there was a possibility of creating a monopoly in 
the starch trade. In spite of the severe competition the National 
Starch Manufacturing Company had been paying the interest 
on its bonds. The other two constituents were, apparently, 
in a prosperous condition financially. The reorganization was 
ee ee ee eons Coo 


uences of drastic competition in an industry where there was 
over-production in all lines of manufacture and where one manu- 
management, or in the special trade-mark under which he sold 
his starch. It was hoped that through the union of all the prom- 
inent starch manufacturers and through the acquisition of prac- 
tically all of the familiar trade-marks the reorganized Company 
would be in a position to dominate the industry. Profits must 
needs increase under these conditions. Here, therefore, when 
the reorganization turned more on the creation of a monopolistic 
position than on the financial rehabilitation of the constituent 
corporations, one would not expect a conspicuous reduction in 
either total capitalization or fixed charges. The fact that there 
was any reduction in total capital can be ascribed to the low 
market prices for the old Starch Manufacturing Company’s 
stocks and the general feeling that the old Company had been 
over-capitalize The fact that the fixed and contingent 
charges were not reduced can be attributed to the general opti- J Jhoqe- 
mism of the promoters-and-the feeling that, once c competition be- ~~ 
_tween the princi ipal starch makers had ceased, the new Company- 
woul rked prosperity. 
It is difficult to form an accurate estimate of the value of the | 
te National. Starch. Company’s. properties from internal evi- | 


1S: or example William F. Piel, Jr., in his affidavit to the 1¢ Industrial Commission 
June 5, 1901, directly after the organization of the National Starch Company, 


st “Tn the Nati ‘Starch Manufacturin Company there was beyond ques- 
a Alizatiop.” XIII R. I. C. 672. 
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dence alone. On the one hand, two men, closely connected with | 

' the organization, asserted under oath, that the tangible assets | 
of the National Starch Company were equivalent to the bonds 
and preferred stock. These together amounted to $11,810,524.) 
' On the other hand, these gentlemen stipulated in their plan of 
reorganization that the new stock should be deposited in a voting 
trust, and that the Committee could dispose of the preferred 
stock for $90 a share. Furthermore, it will be remembered 
that the same Committee proposed to issue to the syndicate 
subscribers, for each $100 in money, $130 in bonds and preferred 
‘stock. It might seem, therefore, that these gentlemen either 
forced a particularly bad bargain on the subscribers to their 
syndicate, or else were ignorant of the true value of their prop- 
“erty. Looked at in terms oT Tis cont of enicdaation Hae diffi- 
“cult to see how plants as old as those of the National Starch 
Company, with a merchantable capacity of not more than 40,000 
bushels of corn a day at the very most, could be estimated as 
worth more than $4,000,000. The working capital would de- 
mand approximately $1,000,000 more, so that the total value of 
the National Starch Company could not have exceeded $5,000,- 

by the most liberal estimate within reason. 

At the time of the promotion of the National Starch Com- 
pany, Menzies, Robertson & Co., chartered accountants, reported 
average earnings of $737,578.50 for the constituent companies 
during a period of five.years, and earnings of over $1,000,000 
during the year 190¢°/ When the new Company was on its 
feet the accountants reported for January 1, 1go1, 0k surplus 
of the National Starch Company of peer 8) This first 
general balance sheet of the New Company was embodied in the 
listing application to the New York Stock Exchange. A little 
over a year later the management wished to have more deben- 


: Oc. R. Flint, testimony before Industrial Commission. XIII R.J.C. 67; 
Affidavit of W. F. Piel, Jr., XIII R. J. C. 673. 
ou was actually less as the National Starch Company became immediately 
aeavy borrower at the banks in order to obtain working capital. 
3 Kean, Van Cortlandt and Co., Circular. Also N. Y. Stock Exchange Listing 
Application A-2465. 
4 N. Y. Stock Exchange Listing Application A-2465. 
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ture bonds admitted to the list of the Exchange and filed a 
second statement, as of February 28, 1902. It is interesting to 
compare these two balance sheets. Allowing for a different 
method in stating bonded liabilities, it appears that ‘‘ Permanent 
Investment ” changed from $13,000,000 to over $1 Geen Oe 
The “ plant ” of the United States Sugar Refinery at Waukegan 
was put among the assets, and certain bonds of this Company, 
held as “investments,” also among the assets. By the Com- 
pany’s methods of accounting the surplus increased from $1,- 
046,050 to $2,132,947. In other words the Company, according 
to its methods of accounting, not only earned and paid the entire 
fixed charges and the preferred stock dividend, but also added 
to its surplus over $1,000,000. Its earnings, therefore, between 
January 1, 1901 and February 28, 1902, must have amounted 
to no less than $1,750,000, if the two balance sheets present 
correct pictures of the business. On the strength of this show- 
ing, interest was paid on the bonds, and quarterly dividends 
on the preferred stock, for a period of two years. At the same 
time Kean, Van Cortland & Co. were offering to the public? a 
considerable block of the new Starch Company’s bonds, practi- 
cally the entire issue having been admitted to the list of the New 
York Stock Exchangé* | From the conditions of the reorganiza- 
tion, it is evident that.a small coterie in the direct.management 
had received.alarge-part of these bonds. ; 
~The National Starch Company proved no greater success than ew an 


its predecessor. Although the new combination manufactured 


its prececessor. eS 
approximately 90%‘ of the box starch manufactured in this 


1 $13,058,440.52 to $15,359,024.44. 

2 Circular offering bonds at 92} %. With an almost humorous naiveté they 
state, “The tangible assets of the Company . . . are largely in excess of the 
entire bonded debt. We recommend these bonds as security of undoubted value.” 

3 April 13, 1901. Application A-2465. 

4 April 13, 1901. N. Y. Stock Exchange Listing Application A-2465. This 
seems not to have been an exaggeration. The percentage of bulk starch was not 
as high, as many of the manufacturers of commercial glucose were placing a 
low-grade starch on the market. The total percentage of the whole starch industry 
controlled by the National Starch Company was probably between 70 % and 80 %. 
It would vary somewhat owing to fluctuations in the market price of commercial 
glucose, which would influence the relative amounts of low-grade starch converted 
into glucose or sold as starch. 
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ne Letty count controlled absolutely the domestic mark oxy 
—— large quantities to all parts of the world, the profits were m 
whe less th ected as st of marketing box starch 
A) . . . ° e 

AsevAc continued high. A rise in the price of corn reduced, to a con- 


pte deosiderable degree, the consumption of starch for the sizing of 
rim —eloth-as-eotton mills usually prefer a potato starch unless the 

(atrke price of corn st rticularly low. There are no important 
CLR ~ basi tents in either the starch or glucose business, so that 
— , mills introduced an hydraulic process for the making of bulk 
ius-snan-laundry and mill s vhich shortened the process of manu- 
ure and reduced its cost. In the presence of these unfavor- 


is able conditions the profit on the manufacture and sale of starch 
“grew steadily less! The Company used every means to main- 
tain its position and became a heavy borrower at the banks, till 
“no Tess than $1,200,000 of its commercial paper was-outstanding 
‘toward the end of its separate existence. The same management 
directed the trade policy of the National Starch Company that 
controlled the National Starch Manufacturing Company, and 
the same blunders and mismanagement continued. The finan- 
cial administration was largely in the hands of Joy Morton _of 
the United Starch Company and proved not wise, conservative, 
or successful. 


As a last effort to regain a position in the trade, and in part 
to retaliate against the glucose manufacturers who had entered 


‘ The following table giving the average price of starch forthe period of years 
covered by the National Starch Manufacturing Company and its successor was 
inserted at the end of the Piel affidavit in the report of the Industrial Commission. 
The present writer does not think the figures very important or instructive as 
the starch industry is divided into two parts, — box starch and bulk starch. The 
wholesale prices of the two are based on entirely different considerations, so that 
an average price of “ starch ” gives very little indication of competitive conditions 
in either field. He has not attempted to check or verify the figures by collateral 

; idence. 
ae 
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2. How Goes the Starch Company illustrate the shortcomings 
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Jucging from his dareér as outlined in Dewinr, 


2, Why did the Second Preferred stock of the National § tarch 
Manufacturin~ Company sell higher than the “irst Prererred, 
LOnvwreacuuring 
5. Was the National Stawch. Comsany overscapitalized? 


o,Compare the reworganization of the Starch Company with that 
of the Leather Company on the following topics: 


a Relative fairness of the re-orgsmization, 

b. Effectiveness of the re-organization from the 
stanapoint of the company, 

c, T he strategy of the re-organization, including the 
ease with which it was carried through, 

ch 

7, What difficulties were in the way of acquiring a monopoly 
in the starch business, 


8, Criticize the accounting methods of the National Starch 
Company as set forth on pares 68 and 69, \ 


G. Plot tile prices of corn anc starch and the dirr¢rence in 
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THE STARCH CONSOLIDATIONS Tips 


the bulk starch market, the National Starch Company increased 
its production of commercial glucose. Here it met the com- 
petition of a large,glucose consolidation organized in 18097. 
Subsequently, the two were reorganized into the Corn Products 
Company; but before discussing this later development, it is 
important for the understanding of our narrative to Sut the 
previous history of the glucose consolidation. 
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CHAPTER IV 


THE REORGANIZATIONS OF THE GLUCOSE COMBINATION 


The manufacture of glucose, 72; early history of the industry, 73; the glucose 
“pool,” 75; the promotion of the Glucose Sugar Refining Company, 76; value 
of the property of the Glucose Sugar Refining Company, 78; the early history 
of the Company, 82; early difficulties, competition, and mismanagement, 83; 
the steps taken toward the promotion of a new consolidation, 87; organization 
of the Corn Products Company, 89; the distribution of securities, 90; estimates: 
of its value, 93; Company confronted by new competition, 95; earnings during 
the first two years, 96; the bad management, 97; formation of the Corn Products 
Refining Company, 103; the value of the property of the Company, 106; later 
history and a summary of the whole, 108. 


CHRONOLOGICAL SUMMARY 


1811. Discovery of method of manufacturing glucose. 

1860. Introduction of glucose into the United States. 

1873. First important factory for the preparation of glucose. 
1881. Establishment of the Chicago Sugar Refining Company. 
1885. Formation of first glucose “ pool.” 

1890. Abandonment of the “ pool.” 

1897. Formation of the Glucose Sugar Refining Company. 
1902. Formation of the Corn Products Company. 

1906. Formation of the Corn Products Refining Company. 


»+ In 1811 the chemist Kirchhoff, while trying to discover an 


artificial method for the manufacture of cane sugar, noticed that 


dilute acids changed starch into a ) a_mixture. of various is kinds of 
_ Sugars. This discovery lies at the basis of the present method 


of the manuf cial glucose. _ As now prepared 
corn starch is brought in contact, under pressure, with a dilute 


solution of hydroc ! The starch is converted into 


~a mixture of glucose sugars a ne of the acid is removed 


~~ by neutralizing it with sodium carbonate, so only common salt 
~remains.2 The commercial glucose resulting is a water solution 
aaa 


1 Concentration about .08 %. 
an This process of conversion is not allowed to run to completion. Such a re- 
action would result in true glucose or dextrose. 
72 
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of various glucose sugars,' neutral, and non-crystallizable at all 


degrees of concentration. Latterly, there has been a tendency 

to confuse true glucose or dextrose with the mixture of sugars 

sold as commercial glucose.2, Commercial glucose contains less 
eee AE Co ee O pee o ure 


than 25% of true glucose. 
ommercial glucose-or the glucose of common speech is 7 fad 


who ost chemically pure sugar. It forms the basis 
of candy manufacture owing to the pr issolvin ae EL 


its own weight of cane sugar, forming an uncrystallizable mix- 


ture. It is very cheap, enabling t urers to 


ealize a very liberal rate of profit on all grades of c wpltas 
the basis of all manufactured jellies, preserves, “ fillings” and, 
similar products, and_of imitation maple syrup and honey. news 


When ri sed, and not misbranded, it is a valuable food, a 
wholesome sugar of great purity and cheapness.’ Y 


The manufacture of glucose was introduced into the United 
States about 1860, but was at first of inconsiderable importance. 
The earliest extensive and permanent factory was established 


1 The composition of commercial glucose varies slightly according to the methods 
of preparation. ‘‘ As now prepared by the Corn Products Refining Company it 
is, in round numbers, a water solution containing from 80-84 % carbohydrates, 

Bee oocanic mitte,ormenponing #9 08  altrogen Sa in_combina: 
tion. The carbohydrates consist of malt sugaT Ose) 45 %, grape sugar (dex- 
trose, properly designated, glucose) 20 %, dextrine 35 %.”? Authority of Professor 
George W. Rolfe, Massachusetts Institute of Technology. 


2 In the remainder of this narrative, for the sake of simplicity, the term 
glucose is used rather than “commercial glucose,’ which more properly refers to 
the mixture of sugars manufactured through the partial hydrolysis of starch. 


3 Efforts have been made to exclude the use of commercial glucose from manu- 
factured articles of diet on the strength of pure food legislation. Such efforts 
spring largely from prejudice. All the reliable evidence points to a belief in the 
thorough wholesomeness of commercial glucose as a food. In fact the cane sugars 
have to be converted by the digestive enzymes before they can become a true 
food. Ordinary molasses is an impure form of glucose sugars, ‘‘ never exceeding 
75 % carbohydrates purity ” (Professor Rolfe); whereas the commercial glucose is 
upwards of 99 %. Furthermore, commercial glucose contains a larger percentage 
of maltose than molasses. altose, being less _easi in_the stomach 
than the most of the molasses sugars, serves as a better food. All things con- 
sidered, the unprejudiced observer cannot but regret the popular feeling against 
the use of glucose. This is especially regrettable considering its cheapness, — less 


than two cents a pound. 
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in Buffalo, New York, about 1873 by Cicero ]. Hamlir( ) For 


a number of years the American Glucose Company, as the 
Hamlin plant was called, was the only important producer of 
glucose in the country and the profits in the business were very 
large. In 1874, the Glen Cove starch factory began to convert 
a part of its product into glucose and other competitors arose in 
the vicinity of Buffa nd in the West. The most important 
competitor of the American Glucose Company was a Chicago 
concern called the Chicago Sugar Refining Company. This 
Company had built a large plant in 1881 for the purpose of manu- 
facturing, on a commercial scale, a crystalline form of glucose 
sugar known as “ anhydrous sugar.’(?/. The promoters of the 
undertaking were F. O. Matthiessen, and W. A. eee 20! 
cane sugar refiners who hoped to be able to use this anhydrous 
sugar as an adulterant for cane sugar. They had_interested 
several Chicago capitalists in the undertaking®/and alto- 
gether $1,250,000 was invested. It was discovered too late 
that the anhydrous sugar absorbed water from the atmosphere 
and caked into solid lumps. It was, therefore, valueless except 
for use in the brewery business. Finding the sale of anhydrous 
sugar restricted to small compass, and having already suffered 


1 Hamlin was a dry-goods merchant who had endorsed the paper of Fox and 
Williams vinegar manufacturers. The latter failed and Hamlin began the manu- 
facture of glucose. For some years he was the largest manufacturer, but glucose 
was little used and most people were suspicious of its use in foods. 

2 For example, a glucose plant built by one Firmenich, in Buffalo, to compete 
with the American Glucose Company was bought out by the latter at a fictitious 
price. Firmenich then bought an old malt-house at Marshalltown, Iowa, and 
commenced to manufacture glucose in 1887. (See page 79.) He acquired 
wealth by equipping old factories for the purpose of selling them to the 
Whiskey Consolidation. 

3 Developed by Dr. Arno Behr, a chemist who has had much to do with the 
technical progress of starch and glucose chemistry in this country. 

4 F. O. Matthiessen and Wiechers Sugar Refinery. Absorbed by the American 
Sugar Refining Company. 

5 Martin Ryerson, Cyrus McCormick, Leiter and Marshall Field. F. O. 
Matthiessen induced his brother E. A. Matthiessen, who had then retired from 
business and was liying in Europe, to return to this country and assume the Presi- 
__ dency of the new Company. Thereafter, E. A. Matthiessen and his son, C. H. 
Matthiessen dominated the business policy of the Company. 
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a considerable los the Company turned toward the manu- 
facture of glucose, where it could operate in an established 
industry where profits were reasonably assured. The plant 
of the Chicago Sugar Refining Company subsequently, in 
1897, formed the nucleus of the first consolidation of glucose 
manufacturers. 

In 1884, an investigating committee, appointed by the Govern- 
ment, published a report that glucose was wholesome. Before 
this time there had been an almost universal prejudice against 
its use, which very materially restricted its sale. But after 
the wide publication of the Government report, the demand so 
increased that a large number of small glucose factories started 
up in the middle west. Asa result a glucose “ pool ”’ was formed 
for the first time in the summer of _1885, and the same “ pool,” 
with various intermissions of several months.,and changes in 
proportional allotments, existed until 18942“ The parties. to 
the pool included the most important manufacturers. —In_con-* 
ference the members determined upon the amount_of glucose # 

—that could be profitably sold,and-each-manufacturer-marked 
upon a piece of paper the maximum capacity of his plant.. His 
proportional allotment was determined by the ratio of his maxi- 


Glucose Company had 65 % of the entire market and the remain- 
in Z was distri rers. 


Gradually, as the newer producers increased their production, 
the allotments were changed until, toward the end of the pool, 


the American Company had r 
manufacturers 55%. A special examine udited the books of 


each member of the pool and reported to a central organization. 
Every manufacturer who had sold in excess of his allotment paid 


into the pool 3 cent for every pound of the difference. Every 


1 Estimated for the present writer by two separate and distinct manufacturers 
as $800,000. 

2 It has been very difficult to ascertain the exact facts concerning this pool. 
There were no written agreements. ‘The facts stated in this paragraph have been 
gleaned from four different and widely separate sources. They are believed to 
be thoroughly reliable. 

8 W. C. Harmon. 
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manufacturer who had not sold his allotment drew out from the 
pool 4 cent for every pound of the difference. During the 
period the American Glucose Company nearly always “ drew 
out ’’ while some of the newer and more active competitors, 
particularly the Charles, Pope Glucose Company, “ paid in”’ 
to the pool’s treasur\/ The administration of the pool was 
somewhat difficult owing to suspicions held by some members 
toward others and to instances of underselling and false report- 
ing) The pool was finally broken up in 1890, by the refusal of 
the Chicago Sugar Refining Company to become longer a party 
to its agreements. 

In the years following the dissolution of the pool severe com- 
petition existed among the various manufacturers of glucose. 
The Chicago Sugar Refining Company increased its output 
until it became the largest producer in the country. At the same 
time the depression of the middle nineties and the competition 
of the smaller plants reduced the margin of profit to such a low 
point that numerous factories were closed and others were 


1 Pope had been a maltster who entered the glucose business with one Turner 
at Geneva, Illinois, forming, June 23, 1880, the Geneva Grape Sugar Company. 
The factory of the Company had been used as a flour mill. Pope gradually 
eliminated his partners at Geneva, and by an aggressive business policy became, 
by 1887, one of the foremost manufacturers. The name of his Company was 
changed January 30, 1888, to the Charles Pope Glucose Company. During 
the life of the pool this Company was very successful, in spite of the fact that 
it usually “paid in” to the pool’s treasury. In 1888, at the time of the change 
of name, the Company built a glucose refinery at Venice, Ill., opposite St. Louis. 
This factory did not prove a success owing to trouble with cheap fuel, poor labor and 
river floods. Although Pope’s importance in the industry declined after 1890, 
he was “‘ approached ” to enter the first glucose consolidation formed in 1897. 
His business was finally absorbed at the time of the formation of the Corn Products 
Company in 1902. 

Pope was one of the most remarkable men in the industry, according to reports, 
and the importance of the man far exceeded the importance of his refineries. The 
son of an English emigrant he achieved success first as a building contractor and 
later as a maltster. He possessed extraordinary skill as a factory superintendent 
and as a judge of corn. He customarily bought odd lots of “ ungraded ” corn 
for his refineries on the basis of his own judgment and was able thereby to cut the 
cost of his raw material, below that of his competitors. 


* For example, it was reported on excellent authority that the Firmenich Co. 
kept two sets of books, one for the pool’s examiner and one for the shipments. 
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operated at a los!) These were the conditions in the glucose 


industry, when, in the winter of 1896-97, with the first signs of 
returning business prosperity, a pean Ill., con- — 
ceived the idea of a glucose consolidation which should include 

all the important manufacturers. The production of glucose 

had, by this time, been concentrated in Chicago and the middle 

we and local combination had progressed so far that the 
industry was entirely in the hands of less than a dozen separate 
producers. The promoter of the combination had the codpera- 

tion of C. H. Matthiessen_whose family controlled the Chicago 
Sugar Refining Bap bind N. B. Ream, an influential, but 

not the largest, stockholder of the Rockford Sugar Refining 
Company. This group of men easily secured options on the 
plants of the American Glucose Company and the Peoria Grape 
Sugar Company, both located in Peoria. In addition they ob- 
tained options on three smaller refineries at Rockford, Illinois, 

and Davenport, and Marshalltown, Iowa. Altogether the six 
plants had a rated capacity of 100,000 bushels of corn a day, 

and were able to grind about 74,000 bushels. They controlled, 

in 1897, approximately 85% of the American production of ; 
glucose&/_The Charles Pope Glucose Company was not included oer 
because it had, during the preceding years of depression, turned VVAEE EE 


Ra ee Cg 
to the manufacture rtgaged its plant. _ ees 


Apparently of inconsiderable importance, the promoters of the 


3 This was due largely to the aggressive price cutting of J. W. Doane, who 
owned upward of 75 % of the stock of the Rockford Sugar Refining Company, and 
controlled its policy. Although the Company was not a large producer of glucose, 


We prices it established were followed by the larger manufacturers. 
es 


3 The American Glucose Company had built a refinery at Peoria, Ill. 

4 At the time of the promotion, 1897, there were only 60 stockholders in the 
Chicago Sugar Refining Company. Of the 12,500 shares, 1,770 were held by F. O. 
Matthiessen, the largest stockholder, 1,750 by C. H. Matthiessen, and 1,494 by E. 
A. Matthiessen. Altogether the Matthiessen family held over half the shares. 

5 This estimate is based upon the assumption that Charles Pope was, at the 
time, producing only a small amount of glucose and that the National Starch 
Manufacturing Company had not materially increased its output. Almost as 
soon as the combination was organized, conditions changed, but the above esti- 
mate of 85 % of the country’s production was probably about correct for the spring 
and summer of 1897. 
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glucose combination did not see fit to pay any considerable 
“price for it, / This was a mistake, for the subsequent competition 


obstacle to the combination’/ _ 


With the options on the six glucose renneries in hand, the 

romoters caused to be formed, August 3, 1897, the Glucose 

Sugar Refining Company. It was a New Jersey corporation 

42~~+ with $40,000,000 of authorized capital stock, — $14,000,000 of 
7% preferred stock and $26,000,000 of common stock. ‘The © 

acquisition of the six plants involved the payment of $3,000,000 

in money, approximately $9,000,000 in preferred stock, and 
$14,000,000 in common stock. In addition $1,550,000 was 

raised for working capital, the greater part of which was imme- 

diately See in the purchase of the inventories of ‘the sub- 


ae sidiary plant¢.3/ The most valuable property was that of the 
poses Chicago Sugar Refining Company. The plant was in fairly 
“good condition and the Company, through the technical achieve- 

ments of Dr. Behr, had been able to introduce improved methods 

of manufacturing glucose and recovering the by-products; and 

the land upon which it was situated was of very considerable 

value. Its real worth was probably about $3,000,00 The 

Peoria plant of the American Glucose Company was in very poor 

condition) Although $2,250,000 in money was paid for it, the 


* At the time of the preliminary plan of the organization $700,000 preferred stock 
and $1,000,000 common stock was set aside to use in acquiring the Pope property. 
But there was doubt on the part of the promoters and in the agreement of June, 
1897, a provision was inserted to the effect that if the Charles Pope Company were 
not acquired, the above stock would remain in the treasury of the Glucose Sugar 
Refining Company. 

2 Supra, p. 76, note. 

’ “ Every company showed a disposition to make its inventory as high as 
possible.” Statement of a man familiar with the adjustments. 

* Two authorities have expressed opinions of the value of this plant, giving 
$2,000,000 and $4,000,000 respectively. The earning capacity of the Company 
was, however, great. It had earned and paid 4o % in dividends on $1,250,000 capi- 
tal during the preceding years when other glucose companies were on the verge of 
failure. 

° The facts and opinions expressed in this paragraph are based on many expres- 
sions of opinion given the writer by men intimately familiar with the individual 
plants absorbed by the Glucose Sugar Refining Company. 
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actual value was about $1,2 50,0047 The plant of the Rock- 

ford Sugar Refining Company was worth approximately $1,000,- 

ooo and that of the Davenport Syrup Company $300,000. The 

two plants of the Peoria Grape Sugar Company and the Firme- 

nich Manufacturing Company were of little value. The former 

burnt down before it was assumed by the new organization. 

Certainly $250,000 would be a liberal valuation for these taken 

together. The $1,550,000 of working capital was largely ab- 

sorbed in acquiring working assets. It would seem that $7,500,- 

ooo would fully cover the actual value of the plants and curre 

assets acquired by the Glucose Sugar Refining es £0! 

Against thi rty the Company issued over $37,000,000 of #*%r 
gains S property the pany T 37,000, 

stock, carrying cumulative dividends of over $900,000. The * % 

preferred stock sold immediately for $85 a share and thecommon %° °°” 


1 The promoters of the Glucose Sugar Refining Company paid approximately 
$2,250,000 for the Peoria plant of the American Glucose Company. It was, how- 
ever, in very poor condition with under-maintained machinery, neither modern 
nor economical in operation. As it was the largest glucose refinery, next to the 
Chicago plant, the promoters deemed its acquisition essential to the new consoli- @ PO ear 


dation in order to remove the plant itself and its owners fr ure competition. el ot 
is i indirectly, by the fact that_in the pur Cicero J.) 7 Vf, £ 
William, and Harry Hamlin, who controlled the American Glucose Company, bound} .«* 


themselves not to engage in the manufacture of glucose within 1,000 miles of poor 4 
Chicago. 

2 The estimate given above is substantiated by indirect evidence. As the 
maximum capacity of the plants entering into the consolidation was 101,000 
bushels daily, new, thoroughly-equipped plants of equal capacity could have 
been built for $10,000,000. - All the plants entering the combination were anti- 
quated; and some of them were badly equipped. ' During the first 10 months, 
the average daily grind was 74,000 bushels. (Total operating capacity during 
first 10} months, 20,616,816 bushels, 67 Chron. 272, an estimate corroborated by 
the estimates of individual plants, infra, p. 81.) This capacity could be attained 
by new plants of the most modern construction costing $8,000,000. Furthermore, 
a chemist of the American Glueose Company, later a chemist of the Glucose Sugar 
Refining Company for a time, one Ernest Mas, stated under oath that the plants 
entering the consolidation were worth $6,000,000. He stated that he based his 
estimate on his judgment as a chemical engineer. As a matter of fact this man’s. 
opinion should not be taken too literally as he had a grievance against the Glucose 
Sugar Refining Company at the time of making the statement for not continuing 
his regular salary. (x R.J.C. 81.) The estimate given in the text above was | 
not based on Mas’s judgment. When, however, several independent lines of 
evidence point to essentially the same valuation of the plants, we are led to believe 
that the estimated value is approximately correct. 
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stock for $45.50 a sharéL and by September, 1897, the preferred 
stock had risen to $95 a share and the common stock to $5%% 7 
On the basis of the average of these prices the Glucose Sugar . 
Refining Company had a market valuation of $22,500,000. 

The profits of the promoters are difficult to compute. To 
obtain approximately $3,000,000 in money, with which to buy 
some of the plants outright, and $1,550,000 to acquire the inven- 
tories of the various manufactures, the promoters formed a 
syndicate. The subscribers to the syndicate were given $100 
in preferred stock and $142.85 in common stock for every $100 
subscribed in money ena iti was the speculative fever of the 
time that a premium of 40% was offered for the subscription 
righ The syndicate itself called for the issue of $4, 500,000 
of preferred stock and $6,428,250 of common stock. In addition 
the promoters took approximately $3,000,000 in common stock 
for special fees, purchase money bonuses, lawyers’ expenses, and 
the like. The promoter received directly a fee _of $500,000 
in common stock® The indirect promotion profits were very 
large, but are difficult to compute as the net price of $17,000,000 
in securities paid for the $1,250,000 stock of the Chicago Sugar 
Refining Company must be looked upon as consisting largely of 
promoters’ profits to the Matthiessens and their associates(*) 


1 65 Chron. 327. 
* Chron. Inv. Sup., October 1897, p. 37- 


° The money subscribed by the members of the syndicate was obtained mainly 
through the efforts of Norman B. Ream, a stockholder of the Rockford Sugar 
Refining Company. To this syndicate prominent New York financial interests 
subscribed, — J. P. Morgan and Company, $500,000; the Guaranty Trust Com- 


pany, $250,000; Governor Flower, $50,000. _ The larger subscribers liquidated 


their_allotments at the high prices at which the securities sold soon after the 
_Company was incorporated. z ay 


4 65 Chron. 327. 


®* Joseph B. Greenhut had been promised an additional $500,000 in common 
stock for obtaining the money requisite to purchase the plants. At the time he 
was prominent in the affairs of the Whiskey Distillery Combination, about which 
Company there was considerable notoriety. The money was obtained instead 
by a purchase money syndicate described above. 


(ort was first planned to pay for the Chicago Sugar Refining Company’s stock 
in money at the rate of $500 a share, or $6,250,000 in all. Subsequently it was 
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The table on the preceding page gives the approximate distri- 
bution of securities. 

The preferred stock had an immediate market value of between 
$85 and $95 a share and the common stock of between $46.50 __ 
and $52.soashare. Thus, using average quotations and omitting : 
from the computation indirect promoters’ profits through exces- 
sive purchase prices, it appears that the promoters and the under- 
writing syndicate had ait aks profit, based on market 
quotations, of $4,500,000! 

The combination was promoted at a very auspicious time, 
at the beginning of the general expansion of business throughout 
the country. The glucose factories everywhere had been either 
closed or running on short time, so that there was but a small 
stock of goods in the hands of the consumers. As a result 
the new combination was able to operate its plants at practically 
full time, and to raise and hold the price of glucose at $1.60 per 
hundred pounds. Frequently it was at even a higher level. 
In the preceding years of competition the price had been as low | 
as 98 cents and had averaged a little over one dollar a hundred 
pounds. These unusually favorable conditions were reflected in 
the financial history of the Company. The regular quarterly — 
dividend on the preferred stock was paid on the first of Decem- 
ber, 1897, hardly three months after it had begun business. The 
first report, showing the operations of the combination for the 
first ten and a half months of its history, indicated a net profit, 
after writing off over $1,900,000 for depreciation, of $1,863,157. 
After paying the full 7% on the preferred stock there still — 
remained nearly $1,000,000 for the surplus account. All the 
omens pointed to success; and President C. H. Matthiessen 
suggested, unofficially, a dividend on the common stock perhaps 


decided to issue new securities directly in exchange for the stock. For each share 
($100) of Chicago Sugar Refining Company’s stock was given 5.4 shares ($540) of 
the preferred stock and 8.2 shares ($820) of the common stock of the Glucose Sugar 
Refining Company. (Option agreement of June 7, 1897.) 


The total amount of securities issued to promoters and members of the under- 
writing syndicate was $4,500,000 preferred and approximately $10,000,000 common 
stock. The average market value of the preferred stock was $90; the common, 
$492, giving a total of $9,000,000. _ The money furnished was $4,500,000. 


THE GLUCOSE COMBINATION —. . 83: 


by “ next N ovember.’(t ) Nor were the stockholders disappointed. 
On December 1, 1898, a dividend of 13% was declared on the. 
common stock; and the securities were listed on the New York, 
Exchangq?) The initial quotation $1084 share for the prefer- (, é 
red stock and $67 for the common stock represented a market val--e~= €e« 2Z 
uation of over ae ae v. =e 
engaged in the manufacture of a staple commodity, unfortified by 
patents or special processes, and susceptible to the severest kind of 


competition. No considerable competition had, however, arisen. 
In the second year of its history, the Glucose Sugar Refining Zep Ys a, 
Company did apparently even better than in Be Aitehe fee 2x es 
ae ae donn of es clans the 
Directors paid the full 7% on the preferred stock, 44% on the 


common stock, and still had nearly $100,000 toward surplus. é oat 


hird Company paid 6% on its common stock, 


and had over $270,00 ; 

From the first the Company was handicapped by two unfortu- ‘ 
nate circumstances, — expensive litigation and_a_mistake in F by Lig 
trade policy. A stockholder of the American Glucose Company 2- TiakaTo 
started a suit against that Company at the time of the transfer 
of its Peoria plant. The litigation was continued against the | 
Glucose Sugar Refining Company. As a result the Companyxf ae + 
paid the stockholder to withdraw the suit and purchased the out- /. ¥ tie 
standing stock of the American Glucose Company. The total 
expense of this litigation, including the purchase of the stock 
and the lawyers’ fees was approximately _$1,200,000-5, yb 
addition the trade policy adopted by the President, on the (Pot <a 

_advice of the promoter, was very unfortunate. As soon as the 77, 7 
Company had been organized, he announced the payment of a % ees 
rebate of twenty-five cents per hundred pounds at the end of 
six months to all customers who confined their purchase of 


glucose and grape sugar to the Company alone. The plan was 


1 67 Chron. 273. 2 67 Chron. 1263. 3 December 15, 1898. 


4 $772,490.44 — Listing statement to N. Y. Stock Exchange, A-2291. Also 
statement in 69 Chron. 541. 


5 71 Chron. 808. 
6 $1,019,000 was paid directly for 12,323 shares. 
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yey, put into execution in order to cripple the Company’s com- 
jp k*petitors but in reality it created antagonism ‘in the jobbing and 


Rie Soa candy trade and resentment among the managers of competing 
— \factories who sought in all ways to retaliate-—After the policy 
had done considerable damage, and had stimulated, perhaps 
more than any other circumstance, the increase of competition 
the Company withdrew the offer of a rebate within a year of it 
establishment. 
It is the firm conviction of the present writer that exaggerated 
\y capitalization is very frequently a blessing in disguise from the 
ef iz sa te ub If_dividends are not. paid, the 
4 _credit of the Company is low, and the fraud which was intended 
Won is defeated; if dividends are paid because of abnormally large 


profits, new capital is attracted to the industry, and competition 


reduces the profits down to or below the normal level. The 
~ glucose combination illustrates the second alternative of this 
.rule. Toward the end of 1900, considerable competition had 
sprung up from various quarters; and, by the end of the following 
year, had assumed threatening proportions. The newly formed 
National Starch Company was increasing the production of 
glucose at its Waukegan plant; the Jllinois Sugar Refining 
Company, a recently established competitor, had reached a 


Wy capacity of 10,000 bushels of corn a day. Most serious of all, 
ra the Charles Pope Company had again entered the field. In 
wy the years before the establishment of the Glucose Sugar Refining 


Company, Pope had changed most of his product from glucose 
to bulk starch, where the profits seemed to be greater. So 
that in 1897, his presence in the glucose market was almost 
negligible. Soon after the management of the Glucose Sugar 
Refining Company had raised the price to $1.60 a hundred weight, 
Pope changed his production from starch back to glucose. He 
had been, in the years before, particularly successful in selling 
to the New England candy makers and by cutting the price of 
glucose to about $1.57 a hundred weight he was able to regain 
his position at the expense of the Glucose Sugar Refining Com- 
pany. In 1901, further new and severe competition confronted 
the Company in the form of a modern refinery near New York 
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City. _The New York Glucose Company was formed by certain i 
men HiteneeGeTEA VTL The’ Standiica Oil Company, and peg 
upwards of 60%/of its stock was controlled by that group. 
A glucose refinery, at Shadyside, New Jersey, opposite ro6th 
Street, New York, was built and equipped with the most modern 
machinery. It had the capacity for grinding 20,000 bushels 
of corn a day. The enterprise was backed by men of great 
financial strength, and proved business abilit Thus by the 
middle of 1901, the remunerative capacity of the competing 
plants was greater than that of the consolidation. From a 
control of approximately 85% of all the glucose refined in this 
country, the output of the Glucose Sugar Refining Company 
had declined in less than four years to only about 45% of the 
total operated capacity of the United States. d 
In the presence of all this competition the simplest principles LG ae: 
of financial policy would have dictated the utmost conservatism [te Vig 
jon the part of the management of the Glucose Sugar Refining: 
Company. The Company had no bonds; it was not burdened. 
with fixed charges. On the other hand, the constituent plants | 
when taken over were in very bad condition. Renewal and 
1 This estimate has been obtained from very reliable sources. The other stock- 
holders were the Hamlins of the old American Glucose Company, President Nichols 


of the General Chemical Company and their associates. The stock of the New York 
Glucose Company was closely held. 


The formation of this Company illust ates the undercurrent of drama so 
frequently present in all these reorganizations. When the Glucose Sugar Refining 
Company took over the business of the American Glucose Company, at Peoria, 


the President, C. H. Matthiessen, who dominated the policy of the C ompany in 
all particulars, a ith i i 


o) a certain 


of the superintendent was not to his liking and dismissed him before the expira- 

timately the superintendent and Mr. i i the 
ic ey laced pee beater’ anh 
associates in the Standard Oil Company to finance w glucose manufacturing 
pete with the Glucose Sugar Refining Company in all branches of the business. 
Mr. Bedford was desirous of establishing in business his son, then just graduated 
from college, and the Standard Oil Company was involved in a dispute with the 
Glucose Sugar Refining Company over a contract for oil. 
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improvement expenditures were absolutely essential to the con- 
tinued success of the Company. The immediate duty of the 
management was clearl 1 sve their efficiency in order to 
decrease the net cost_of producing glucose. Special attention 
ought to have | been devoted to the economical recovery and 
utilization of the by-products. The methods of production 
at the various plants should have been systematized. The 
_ profitable years immediately following its organization gave 
the Company a liberal margin of surplus earnings with which to 
improve and reconstruct its plants without increasing its capital 


liabilities. Instead of following this course, however, the manage- 


~ ment chose_rather the almost suicidal olicy of declaring and 
maintaining dividends on both the c d preferred stock¢(!) 


During the first three years of the Company’s existence no less 
than $5,100,000 was paid out in dividends. _This_represented 
_an average of $1,700,000 a year dividends on property worth 
less than $8,000,000 — over 21%. Pe 
The liberal profits of the Glucose Sugar Refining Company, 
made during the first two years, could not long endure the 
_ effects of competition from without and decreased efficiency 
from withi& It was stated above, that during the third year, 
ending July 31, 1900, 6% was paid on the common stock, and 
a large surplus laid aside. This was the last prosperous year in 
the Company’s history. During the following year competition 
had lessened considerably the margin of profit;.and, although 6% 
was paid on the common stock, there remained, instead of a sur- 


1 The President of the Company was a man of little business experience, having 
been raised to the position through the heavy stock interests of his father and 
uncle. In absolute disregard of principles of business conservatism he pro- 
posed to declare a dividend on the common stock at the same time the initial 
dividend was declared on the preferred stock, and was detained from this action’ 
only by the protests of two older men, who were large stockholders. 


2 The decreased efficiency and petty and short-sighted economies by which 
the heavy profits were brought about are illustrated by an incident at the Daven- 
port, Iowa, plant. An old-style tubular boiler was allowed to remain, and the 
management even cancelled the boiler insurance to save $2,400. About three 
months after the policy was cancelled, the boiler exploded, creating damage amount- 
ing to several hundred thousand dollars. 
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plus, a deficit of $272,673.!_ On the publication of this unfavor- 
able report in October, 1901, the market value of the stocks of 
the Glucose Company fell rapidly from $109 a share for the pre- 
ferred and $62 a share for the common in September to $09 for 
the former and $39 for the latter in November. The general 
market had advanced slightly during the period, so the decline 
in values was to be attributed solely to the Company’s report. 
The quarterly dividend on the common stock was reduced in 
November from 13% to 1%. 

In the presence of this situation the President and the promoter 
of the Glucose Sugar Refining Company looked about for new 
supports to preserve the dominant position of the Company 
in the industry. It seemed to them that the solution of the 
difficulty would be found in another combination which should 
include the more important competitors. Especially was this 
feeling strong as the Company was then engaged in a suit with 
Charles Pop overing certain processes connected with the 
manufacture of “ thin boiling starch.”” Rumors of the plan of 
a further consolidation were circulated as early as the spring of 
1901,? but the proposal was stoutly opposed by three of the Com- 
pany’s directors. Finally, in the winter of IQOI-02, the President, 


pany,! were able to ‘complete the ROE of the new consolidation 
which should include the Glucose Sugar Refining Company, the 
National Starch Company,® Charles Pope Glucose Company,° 
and a smaller but aggressive competitor, the Illinois Sugar 
Refining Company; and should have substantial stock interest 


in the New York Glucose Company.® Under date of February 8, 


1 The deficit was shown after $124,320 had been charged to new construction 
in lieu of depreciation. The plants were carried on the books at over $36,000,000. 
This new construction was for rebuilding when severe losses had been sustained 


through fire. Apparently nothing was charged to the obsolescence of plant_or 


machinery. _ 
Sees aL i a 76. 6 Supra, pp. 76 and 78. 
3 72 Chron. 1190. 7 Founded 1898. 
4 Supra, p. 79. 8 Supra, p. 85. 


5 Supra, p. 64. 
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1902, a firm of New York bankers? sent to each of the stock- 
holders of the Glucose Sugar Refining Company and the National 
Starch Company a circular letter offering to acquire their respec- 
tive stock holdings in the interest of a new holding Company 
to be called the Corn Products Company. 

The pivot of the succeeding reorganization was the control 
of the New York Glucose Company. It held the key to the 
situation. Although its refineries at Edgewater, N.J., had a 
capacity of only one-fourth those of the Glucose Sugar Refining 
Company, its equipment was of the most modern character and 
glucose could be manufactured there more cheaply than at any 
of the refineries of the consolidation. Moreover, the financial 
strength and business genius of the men behind the Company 
placed it in a commanding position. All this was clear to the 
President of the Glucose Sugar Refining Company who saw 
that a control of the industry would be impossible without the 
active codperation of the New York Glucose Company. He 
therefore offered various of the stockholders of that Company 
a price for_their shares far in excess of their cost and their book 
valuation.2,/ Many consented to sell a part or all of their holdings 
on these terms and the President of the Glucose Sugar Refining 
Company was able to acquire, in the interests of the new Com- 
pany, exactly 49% of the issued stock. He confidently expected 
to be able to obtain the 2% more, which-would give him control. 
In this expectation he was disappointed.3/ Mr. Bedford and his 

1 Syndicate publicly managed by Cuyler, Morgan & Company. 

2 An agreement was signed whereby the New York Glucose Company agreed to 


convey 49 % of its stock to the new consolidation, in exchange for $2,000,000 of new 
preferred stock and $2,000,000 of new common stock. Agreement of Jan*27, 1902. 


3 There was much mystery concerning the details of acquisition of stock in the 
New York Glucose Company. It was told to the present writer, on the very 
best of authority, “‘ C. H. Mattheissen stated repeatedly, in the presence of At- 
torney W. J. Calhoun that H.H. Rogers had promised to deliver 51 % of the New 
York Glucose Company stock to the Corn Products Company, but when the time 
came to deliver he refused and denied the arrangement.” That such an agreement 
existed appears doubtful, as the actual agreement, on the basis of which the stocks 
were transferred, called for only 49 %. After having sold 49 % of the stock to the 
new Corn Products Company, the comparatively few stockholders of the New York 
Glucose Company pooled the remaining 51 %, transferring it to a holding company, 
designated as the General Trading Company. 
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associates, who held the bare majority of the stock, refused all 


offers. The management of the New York Company remained 


separate, distinct, and competitive. 
the Corn Products Company was organized February 6, 1902, 

under the laws of New Jersey. It had a capitalization of $76,-. 
000,000 of which $28,000,000 was 7% cumulative preferred 

stock, and $48,000,000 common stock. There was no direct 
bonded indebtedness, although the National Starch Company 

had something over $8,000,000 of outstanding bonds at an 
average of 53% interest; and the New York Glucose Company’s 

plant at Shadyside was mortgaged for $2,500,000 at 6% interest. 

These underlying obligations were neither assumed nor guaran- 

teed by the Corn Products Company. The stockholders of the 
Glucose Company were offered $125, in new stock of a correspond- 

ing class for each $100 in old; those of the National Starch Com- 

pany, $95 in the case of the preferred, and $90 in the case of the 
common stock.1. This exchange required $20,874,710 of the 
preferred stock, and $32,370,435 of the common stock of the new 
Company, provided all the stockholders of the Glucose and 

Starch Companies should accede to the terms of exchange. It 

is obvious that the capitalization of the new Company can 

hardly be considered conservative even in the exchange of securi- 

ties as the mere purchase of the Glucose Sugar Refining Com- 
-pany’s stock alone involved an inflation of capitalization of 
upwards of $9,000,000. After assigning securities for the ex- 

change of the stocks of ‘the Glucose Sugar Refining Company 

and the National Starch Company there remained $7,125,200 

of preferred, and $15,539,500 of common stock. Of these secu- 

rities, $2,000,000 in preferred stock and $2,000,000 in common 

stock were given tothe owners of 49% of the New York Glucose 
Company stock, who, on the basis of the market value of the new 7 Cee 
stocks, had secured a large profit.2__And yet, despite this liberals ete 


recapitalization, the ny had failed to obtain a Seat 


control of the most valuable of the new concerns, the New York “ Sf ee 
1 Brief details in 74 Chron. 38. = 


2 Many sold a part or all of their new stock immediately, as they had little 
confidence in the management of the Corn Products Company. 
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Glucose Company. The remaining securities, approximately 
$5,125,000 of preferred and $13,500,000 of common stock, were 
taken by the Cuyler, Morgan & Co. syndicate in exchange for 
approximately $5,125,000 in money. Of this amount $3 s000,000° 
was expended in acquiring the Charles Pope Glucose Compan 
and about $725,000, or the equivalent in securities, in acquiring 
the Illinois Sugar Refining Company. The remaining $1,400,- 
ooo was given to the treasury of the Corn Products Company. 
Of this $970,583 was to be reserved as working capital.’ The 
details of the exchange of securities and recapitalization are clear 
from the table given on the following page. 

The justice with which the various security holders were 
treated can be seen best from an analysis of the operating capa- 
cities of the various factories acquired by the Corn Products 
Company and a comparison of this with the payments made. 
The Glucose Sugar Refining Company had not increased the 
- number of its factories since its organization in 1897. It had 
suffered much from fires, but had rebuilt the Davenport and 
Marshalltown plants. Little had been spent in maintenance. 
The Company stated in the listing application to the New York 
Stock Exchange that the aggregate capacity of all its plants was 
105,000 bushels of corn a day. This was a gross exaggeration. 
During the first year, 1897-98, it was grinding at the rate of 
74,000 bushels a day,‘ and at the time of the formation of the 
Corn Products Company at not over 65,000 bushels a day by 
the most liberal estimate.? The refinery of the New York Glucose 

1 The Charles Pope Glucose Company was acquired as the climax of a law 
suit concerning the infringement of patent rights. In settlement Charles Pope 


was paid $1,000,000 in money directly, and also $2,000,000 in money or securities. 
He agreed to retire from the glucose business for jenvears. Supra, p. 87. 


2 $1,400,000 was subscribed, but $529,417 was used to discharge the bonded 
debt of the Illinois Sugar Refining Company. Apparently the Company received 
only $739,735-75 for working capital, the rest was used presumably for the expenses 
of organization. 1906 C. P. Co. Rep. 2._ ; 

3 New York Stock Exchange Listing Application, A-2614, April ro, 1902. 

4 Supra, p. 79, note 2. ih 


5 It must be remembered that in reckoning the capacity of a mill one should 
take into account only such machinery as can be used with profit. Such capacity 
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Company had a prospective capacity of 25,000 bushels. It was 
equipped with modern machinery for producing glucose at the 
lowest cost. The Charles Pope Glucose Compan<t And the 
Illinois Sugar Refining Company? Avere acquired for strategic 
purposes. Their remunerative capacities were at most 20,000 
bushels(* Pro-rating half of the capacity of the New York factory 
it appears that the New York, Pope and Illinois companies 
conveyed to the Corn Products Company refineries having a 
capacity of 32,000 bushels, whereas those of the Glucose Sugar 
Refining Company had a capacity of approximately 65,000 
bushels. The stockholders of the Glucose Sugar Refining Com- 
pany received a little over twice the amount of new stocks that 
were assigned to the new interests. It would seem, therefore, 
that the distribution of securities between these two interests 
was fajr.2. A comparative estimate of the value of the National 


has been\called merchantable, or remunerative, in contradistinction to rated capacity 
which refers to the original maximum capacity. A comparison of the rated 
capacity of mills is of little value. 


' Reference had been made before to the Pope Company, supra, pp. 76, 78, 
and 87. It had refineries at Geneva and Venice, Illinois, possessing together a 
rated capacity of 15,000 bushels a day. The Venice refinery had been, however, 
a failure from the beginning and the Geneva factory was entirely out of repair. 
The remunerative grinding capacity of the Pope Company was at most 9,000 
bushels a day. It should be remembered that the large amount of $3,000,000 paid 
for the Pope Company was to remove the potential competition of Charles Pope 
and not primarily to acquire his refineries. 


* The refinery of the Illinois Sugar Refining Company, at Pekin, Illinois, had 
been in operation less than two years. At an earlier time it was a beet sugar 
refinery. Its construction was antiquated and its machinery obsolete and out of 
repair. There was a rumor, neither denied nor affirmed, that the refinery had 
been started to harass the Glucose Sugar Refining Company and eventually be 
bought out. Its rated capacity was 20,000 bushels of corn a day. Itsremunerative 
capacity was at most 11,000 bushels. 


* It is stated in the New York Stock Exchange Listing Application (A-2614) 
that the joint capacity of the Pope and Illinois factories was 30,000 bushels. From 
very reliable evidence one may believe the estimate given above to be correct. 
Even 20,000 bushels is too large if measured by a standard of economical modern 
production. These plants were soon discontinued and subsequently dismantled. 


* The New York Glucose Company had a mortgage on its refinery amounting 
to $2,500,000, the proportional part of which, assignable to the Corn Products 
Company, would be about offset by the syndicate’s money and the working capital 
of the Pope and Illinois Companies. 
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Starch Company is more difficult. Its remunerative capacity 
was at most 20,000 bushels of corn a d Its box starch trade- 
marks, were, however, very valuable. Its plants were burdened 
by $8,139,000 of funded debt and the Company had outstanding 
commercial notes to an amount of over $1,200,000 in banks 
“from Denver to New York.” ? 1 
on the verge of bankruptcy. { In view of these facts the allotment 
of $3,800,000 of the preferred stock and $2,300,000 of the com- 
mon stock of the Corn Products Company to the stockholders 
of the National Starch Company appears to be disproportionately 
large. 
When looked at squarely, the financing of the Corn Products 
Company is an example of transparent stock inflation brought 
about by the stubborn short-sightedness of the management of 
“The glucose COMSOTASHON, the hope of inhibin competition 
Glucose Sugar Refining — Company and _ the Nae Starch 
Company had t¢ too large an issue of securities upon which interest 
or dividends were to be paid. This is clear in the history of the 
two ‘Companies. The severe competition that confronted the 
Glucose Sugar Refining Company was not known to the great 
body of stockholders and the management desired, above all else, 
to let nothing be known that should affect unfavorably the mar- 
ket price of the Company’s shares. The National Starch Com- 


1 In the Listing Application to the New York Stock Exchange (A-2614) it was 
stated that the National Starch Company had a capacity of 43,000 bushels. Such 
an estimate took cognizance of plants long since abandoned and some of them 
dismantled. Infra, p. 102. 

2 Description of the condition of the National Starch Company from one 
intimately familiar with its condition in 1902. 

3 The New York Stock Exchange quotations are interesting as showing the 
relative market value of the constituent Companies, — February 9, 1902, — the 
day following the Cuyler, Morgan and Company’s circular, — 


Glucose Sugar Refining Company, 


—— Jergeyterngiell ss cemmaccuatdkdtr ota 0 oii UO Aa ai IC east atlc 110 
OCNUITIIOL REM INN Erie cten iy hig soe te alors» ofsianee «alone 48 

National Starch Company, 
SPiccitelay INF (Glo rsM OMe eee 0.0 01 cdl WORN Oe EE 109 
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pany had been unsuccessful, and was burdened by over $9,000,- 
ooo of debt. It can be readily understood, therefore, that a 
bonus of $25 in stock was needed to induce the Glucose Company 
stockholders to exchange their securities for those of the new 
Company; whereas it might be presumed that the Starch 
Company stockholders would be willing to exchange their shares 
at a discount. And if the rate of capitalization for the new 
Company was therefore reckoned on a basis of $125 for each 
share of the old Glucose Company’s stock, it is apparent that the 
three smaller but conservatively capitalized companies could 
not be acquired except on the basis of a large purchase price 
which must be offset by a liberal stock issue, given either to the 
owners of the companies or to the members of the underwriting 
syndicate. The maximum merchantable capacity which could 
be assigned to the new Corn roducts Company was at most 
117,000 bushels of corn a a Refineries having the same 
capacities as those of the Corn Products Company could have 
been built in 1902 for approximately $12,000,000. If we allow, 
as we may fairly, the cash furnished by the underwriters to 
offset the relative proportion of debt of the New York Glucose 
Company attributable to the shares held by the Corn Products 
Company, it yet appears that including the underlying bonds 
of the National Starch Company, the Corn Products Company 
had outstanding at its organization over $84,000,000 of securities. 
Such was the confidence of the investing public, unaffected by 
reports showing rapidly decreasing earnings for the Glucose 
Sugar Refining Company, that the market value of the Corn 


Nominal capacity 
as stated in the 

New York Stock 
Exchange Listing 


Actual capacity Application. 
starch and glucose A-2614. 

Corn Products Company (1902): 

Glucose Sugar Refining Company ...............++---+ 65,000 105,000 

National’ Starch Conipanyan eames ree ee ecient iterate 20,000 4 3,000 

Charles Pope Glucose Company ..........-.....2+++e5- 9,000 I 5,000 

Illinois Sugar Refining Company ................-.+.-. II,000 I ieee 

New York Glucose Company (49% of capacity) ......... 12,000 f Z 00 =) 

Total --c.ciicremieleteceG sae eicke oluteteteterate etetetalstsvererermveter 117,000 j ? g 

Competition (1902): 

New York Glucose Company (51% of capacity) ......... 13,000 

Competitors. “12.25... 9 gente natn olen ee neice eaten 15,000 
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Products Company was over $48,000,460," four times the re- 
placement value of thoroughly modern plants possessing the 
same capacity. 

The formation of the Corn Products Company was more 
like the organization of a new Company, for the sake of elim- 
inating competition, than the reorganization of an old enter- 


prise. Before the consolidation the Glucose Sugar Refining 
sy eons accra 


Company controlled no more ‘than 4 45% (orn the “glucose refining 
>~eapacity-of the United States and was probably selling an even “hs Fo 

smaller proportion. After the consolidation the Corn Products 

Company had, including a proportionate part of ‘the N New pat aoe 

Glucose Company’s production, upwards of 80% of the refining 

capacity of the country. To bring about this increased control F GEE 

both the capitalization and the fixed charges of the business 

were increased in the expectation of larger profits through a more 

monopolistic grasp on the industry. The expectation proved 

ill founded. Competition began to be felt, even within the first 

few months of the Company’s existence. Piel Brothers, who had 

disposed of their old established business to the National Starch we 

Company, built a starch factory in Indianapolis. Other glucose Fed, 

and starch mills sprang up in different parts of the teat fo” 

so that the Corn Products Company found itself obliged to sell es. 

“its product with a constantly decreasing margin of profit. _ ia 
Besides the growth of competition, another adverse factor heck 
was the high cost of corn. This increased the selling price of 4 


glucose and starch and consequently decreased the demand. ~*t., “ 


1 This estimate includes the market value of the National Starch Company’s 


bonds. 
Initial quotations on the New York Stock Exchange, March 20, 1902: 


Corn Products Company 


(Cosmin 45 canes ang6.00 6.08 oh ae Geet De Oeacra penta 34 
The stocks were very active. Over 15,000 shares of the common and nearly 
5,000 of the preferred were traded in during the first two days. The stockholders 
of the New York Glucose Company were, apparently, selling their holdings in the 
Corn Products Company. This belief is supported by collateral evidence. 


2 Piel Brothers, Indianapolis, 5,000 bushels, later 8,000 bushels; Warner at 
Waukegan, 20,000 bushels; Hubinger Brothers, Keokuk, 7,000 bushels. 


ip 


ip 


PROMOTIONS AND REORGANIZATIONS 


The high price of corn reacted, also, to the detriment of the box 
‘starch business, since it was found impossible to decrease the 
size of the package, or increase the retail selling price, 1 
dience to the fluctuations in the price of corn. We have here 
an interesting instance where the stabilit ; and inelasticity of 
-a “ trade-mark ” business militated against its succes¥) 
The ill effects of competition and adverse trade conditions 
were not felt immediately, however. During its first year the 
Company reported gross earnings, after all expenses were paid, 
of over $4,000,000, out of which the Directors declared three 
‘regular quarterly dividends on the preferred stock, amounting 
approximately to $1,500,000. This left a net surplus for the 
year of over $2,500,000:%_/On the strength of this apparently 
remarkable showing the Directors declared an annual dividend 
of 4% on the common stock for the following year payable in 
four equal quarterly instalments. It was their intention to 
place the common stock on a regular dividend paying basis. 
But untoward circumstances began to make themselves felt 
during the second year. Fire destroyed a starch mill at Oswego, 
and, as has been said, the high price of corn aggravated the 
ill effects of the new and increasing competition. During the 
second year, ending February 29, 1904, the subsidiary companies 
set aside over $1,000,000 for new construction, in lieu of depre- 


_ ciation, but considering fire losses in Chicago and Oswego this 


amount was probably insufficient. As a whole the year’s busi- 
ness showed a deficit for the Corn Products Company of over 


' The Quaker Oats Company vas confronted with a similar difficulty a few 


years ago, and has since decreased the size of the package. The new package is 
of the same shape, though smaller, so that only by comparison with the old package 
could the housewife determine that she was getting less cereal than before. 


® Statement of year ending February 28, 1903, Corn Products Company: 


Net. profit:for. yearres site cities saeco eee. $4,013,841 
Dividends preferredi(§4°%) a ceeetae the eneeeee 1,426,066 
Balance: surplus} *-siscjau:sioriesraceeisteuclther ere eee eee ee eee $2,587,775 


1903 C. P. Co. Rep., summary, 76 Chron. 1083. Unfortunately no reference was 
made to depreciation charges, and subsequent revelations indicate that little pro- 
vision was made. It should also be remembered that this was merely a “ book- 
keeping ” surplus, in no sense a reserve of quick assets to be used if needed for the 
payment of dividends. 
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$2,200,000. The surplus of $2,500,000 resulting from the busi- 


ness of the first year was reduced to $350,000.!_ As soon as this 


was understood, the market price of the common stock fell-to 
$10 a share. To counteract the ill effects of this statement 
humerous reasons were assigned to explain the unfortunate 


results of the year. The fires and the high prices of corn were Warf 


duly emphasized, but the real reasons s, Ineflicient_ management, 


unconservative financial ial policy, and | Vigorous cc competition were 
not mentioned. 


to the severest kind of adverse criticis ) This policy was dic- 
tated by a short-sightedness to which, more than to any one 
cause, was due the financial blunders which attended the promo- 
tion and history of the Glucose Sugar Refining Company and 
were now casting their evil shadows on the fortunes of the Corn 
Products Company. _ One of the simplest business principles is 


that earnings can be estimated and dividends paid only after mak- 
ing adequate deductions for depreciation. Both the manufac- 


ture of glucose and starch involve rapid deterioration of plant, 


1 Statement for year ending February 29, 1904, Corn Products Company: 


INGtAL COM CMs Fiat eas ere ci sp araraveeioiStaTciae: wa)d ook ae ue Binks fale'lp here aarpca ptalags $1,490,017 

Dividendon*Preferred Stock, 7%... ccrcescccsnre nce $1,016,446 

Dividend on Common Stock, 4% .....eeseeeeeeeeeees 1,808,206 39724742 
Balance for year, deficit...........0+ssseeeseeoe- $2,234,725 
Balance for previous year, surplus ............--. 2,587,776 

NotaliDalancesmeraeh ei Tee Py tote Tene atest aimee tier sole sleroiaie.s ees ola las sos $353,051 


I C. P. Co. Rep., summary in 78 Chron. 1905. 
CG) he declaration of this dividend was most ill advised. The management 
had already seen the results of declaring common stock dividends in the case of 


the Glucose Sugar Refining Company. The excuse for this could not, therefore, 


be ignorance based on lack of experience. At the meeting of the Board of Direc-; 
tors, when the 4 % in common stock dividends were declared, Walter G. Oakman,| 
then President of the Guaranty Trust Company, opposed the action and particu 
larly the declaration of dividends for the entire year in advance. “ The reason 
advanced were those of a shrewd, far-seeing, keen banker, absolutely correct an 
just the way it came out. After he finished talking, the President asked hi 


if he was through. He said, ‘ yes,’ and without one word of reply to his statement) 


the President put the motion oe declaring common dividends and of course the 
dummy directors carried same.”’ Statement of account of meeting of Board of 


Directors, given to present writer. The general accuracy of it has been checked | 


from two independent sources. 


The policy of the management, in declaring a full year’ s divi- (peo 


Cope 


3 


a 
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and liberal allowances for the obsolescence of- machinery. The 
management seemed to be ignorant of these simple facts, and fixed 
its gaze more attentively on the market value of the Corn Prod- 
ucts Company’s securities than on the permanent value of its 
property. An interesting commentary on the general policy 
followed by the management of these earlier companies may be 
gleaned from a printed remark of Mr. E. T. Bedford appearing 
after the reorganization of the Corn Products Company. “ Dur- 
ing the past fifteen years, three successive reorganizations of the 
“industry have been rendered necessary, because of the payment 
Of greater amounts in dividends than was consistent with the 
proper up-keep of the plants.” !__Moreover, in the direction of 
its business affairs, the management was arbitrary and short- 
sighted in the extreme, and—seemingly ignorant of the com- 
plexity of modern business conditions. This is illustrated by 
his trade policy. Even as far back as the autumn of 1897, 
directly after the Glucose Sugar Refining Company had been pro- 
moted, the jobbers were antagonized by introducing the rebate 
system described in an earlier paragraph.2 At no time were they 
friendly toward the organization. Soon after the Corn Products 
Company was formed the natural differences were disturbed in 
the price level of glucose. On account of the proximity of the 
western consumers of glucose to the corn belt, they possessed a 
slight natural differential over the eastern consumers and expor- 
ters. The men in the business had always recognized this fact. 
| The Corn Products Company had little competition in the West ; 
but in the East, the New York Glucose Company, 49% only of 
whose stock was in the treasury of the Corn Products Company, 
was marketing practically its entire grinding capacity of 2 5,00 
bushels per day. It was especially strong among the Ne 
England candy manufacturers. To retaliate, the managemen 
cut the price of glucose in the East to a point below the pric 
in the West. This embittered the western buyers, one of who 
a St. Louis manufacturer of preserves, built a glucose refine 


‘ Letter of E. T. Bedford, of April 30, 1910, to Corn Products Refining Com- 
pany stockholders. 


2 Supra, p. 83. 
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of hisown. To make matters worse the management antagonized 
the subordinate officials, four of whom at least withdrew with 
feelings of extreme anger and resentment 

In the year ending February 28, 1905, no dividend was paid on 
the common stock of the Corn Products Company. The full 
dividend on the preferred stock was paid, but a part of the re- 
quisite money was obtained from direct borrowing from Chicago 
banks. Only $300,000 was charged to depreciation by the con- 
stituent companies, instead of $1,000,000 as in the previous 
year. Even so the business of the Corn Products Company had 
been conducted at a loss of over $200,000 and the book surplus 
of over $350,000 for the previous year had been reduced to a 
little over $126,000.2. That same March, the dividend on the 
preferred was cut to 1% * and three months later, passed alto- 
gether. In August of that year, at the instigation of certain 
large stockholders, the Company published a semi-annual 
statement which showed that the profits for the half year ending 
August 31, 1905 amounted to only $150,000, while the dividend 
of 1% on the preferred stock, declared for the period, required 
$273,790. The surplus of $126,000 of the previous February 
was reduced to a surplus of $2,510, this in a business the nominal 
assets of which were counted at over $73,000,000. In other 
words, a surplus of $2,587,775 arising from the business of the 
first year ending February 28, 1903 had been reduced through 


1 At the inception of the Company the President was the registered holder of 
20,000 shares of the preferred stock. During December, 1904, there was trans- 
ferred from his name 13,900. At the time of the reorganization of 1906 he was 
the registered holder of 3,700 shares. 


2 Statement for year ending February 28, 1905, Corn Products Company: 


INS? TRAN .warhic ode Bog Suu abeOeOND IG DU oC CO ROD nAD 4 apDerOai $1,689,466 
Dividends Preferred Stock, 7% ..-----+-sseecsereee sete tert ences 1,916,405 
Balance fOr year, LEmCit . uerayrres)-iecorsis cinleyrieitieseiaicanasisinisasininye e)eieieiescisis 2ie'* $227,020 
Balance for previous year, surplus .....--.++-++++-esseeeesreeeeeses 353,051 

Motalibalaticestrestise ss accrsielntals riei-tslele sieiele"sleleipiels sleinialecriejeisiele $126,022 


3 President C. H. Matthiessen issued a circular stating that action was due to 
the general depression in business and increased competition in the starch and 


glucose industries. 80 Chron. 1177- 


4 80 Chron. 2623. 
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the payment of dividends to $2,510 during a period of two and a 
half years.1 

Deep lying conditions were at the root of this rapid faliing 
off of earnings. Neither the starch nor glucose businesses of 
the subsidiary companies were in a prosperous condition. The 
box starch business of the National Starch Company failed to 
show enough profits to pay even the interest on its bonds ? and 
efforts were therefore made to scale down the Company’s fixed 
charges. Nothing was accomplished. The management of 
the New York Glucose Company was increasingly aggressive 
and at the annual meeting of March 28, 1905, it was insinuated 
that severe and disastrous competition existed between the 
Corn Products Company and its precocious, but somewhat 
unruly foster-child. The New York Company had a thoroughly 
modern plant, capable of producing glucose at the lowest cost 
of any refinery in the country. When it developed that Mr. 
Bedford and his associates refused to give up their control severe 
competition ensued between the two organizations. Asa result, 
at the close of 1904, the New York Glucose Company decided to 
conserve its assets, improve its plant and pay no dividends. 
In this way the Corn Products Company, owning 49% of the 
stock, was cut off from a very considerable source of income. 
The New York Glucose Company was not the only serious com- 
petitor. Other refineries of the most modern construction had 


1 COMPARATIVE STATEMENT OF EARNINGS OF CorN Propucts ComMPANY 


Year Year Year Six Months 
ending ending ending ending 
Feb. 28, 1903 Feb. 29, 1904 Feb. 28, 1905 Aug. 31, 1905 

Net profits... wsawer eee mre meee $4,013,841 $1,490,017 $1,680,466 $150,278 
Dividends*t aioe a. sone her Oe eae 1,426,066 3,724,742 1,916,495 273,790 
Balance forsyear4-...2 aarti toute ae cere $2,587,775 $2,234,725 (d) $227,029 (d) $123,512 (d) 
Balance from previous year .............- ; 2,587,775 353,051 126,022 
iBalance:carmed forward -.ccesaer ced sce: er 353,051 126,022 2,510 


* The discovery of a new process for making “ pressed lump starch ” accounted, 
to a large extent, for the decline of the National Starch Company profits. The 
old alkali process, used by the older Starch Manufacturing Companies’ mills re- 
quired about 50 days; the newer process, in use by the competitors, had reduced 
the time to 28 hours. In the older process not over 30 pounds of starch were 
recovered to the bushel of corn; the newer process enabled the manufacturer to 
recover 34 to 36 pounds. 
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been built in the middle West, refineries with a merchantable 
capacity of over 45,000 bushels of corn a day. This, with the 
26,000 bushels capacity of the New York Glucose Company 
brought the capacity of the competitors of the Corn Products 
Company to over 70,000 bushels. Meantime the merchantable 
capacity of the Corn Products Company’s mills had declined 
from 117,000 bushels, in 1903 to 60,000 bushels in the summer of 
1905.1 All but four of its mills were either practically closed 
or abandoned. In other words, the Corn Products Company 
was actually producing less than 46% of the starch and glucose 
manufactured in the United States. It is interesting to note 
that, beginning with the original National Starch Manufacturing 
Company in 1899, the proportionate control of each consolidated 
company declined rapidly after its formation. This is clearly 
seen from the table on next page. 

Such conditions were not gratifying to a large body of the Corn 
Products Company stockholders, some of whom constituted 
themselves an investigating Committee. Little was achieved. 
The market price of the preferred stock fell, in August, 1905, to 
$40 a share and that of the common stock to $9 a share. The 
feeling of discontent with the management of the Corn Products 
Company, embittered undoubtedly by the President’s arbitrary 
treatment of his associates, bore fruit during the latter part of 
the year, in a movement to retire the old management, replace 
it by the management of the New York Glucose Company and 
incidentally merge the two companies. The proposition amoun- 

_ ted, virtually, to the absorption of the unwieldy and inefficiently 227, 
managed Corn Products Company by its younger and stronger ~ 7 
subsidiary, the New York Glucose-Cempany. This became clear 


later, when, of the fifteen directors chosen for the new holding 
company, eight were men from the management of the New 
York Glucose Company. On the strength of this plan the market 
price of the Corn Products Company’s preferred stock rose 
from $40 a share in August to $63 a share in December and the 
common stock from $9 a share to $21 a share. 


1 The proportionate share of the New York Glucose Company is included in 
the earlier estimate, but omitted from the second owing to the fact that the two 
companies worked at first in harmony with each other and latterly in opposition. 
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Percentage of Total United States 
Output of the New Consolidation 


Total Merchantable Capacity of 
the New Consolidation 


Percentage of Total United States 
Output taken in at Time of Re- 
organization 


Percentage of Competitive Ca- 
pacity taken in at Time of Reor- 
ganization 


Merchantable Capacity of those 
Competitors taken into the New 
Consolidation at Time of Reorgani- 
zation of Old Consolidation 


78% 


81% 


747% 


35,000 


117,000 


III,O000 
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17,000 


52,0008 


51,000 


Output owned or controlled by 
Consolidation at Time of Reorgani- 
zation 


Total Merchantable Capacity of 
Competitors of Consolidation at 
Time of Reorganization 


Merchantable Capacity owned or 
controlled by Consolidation at Time 
of Reorganization 


5 ae || 
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18,000 


65,000 


60,000 


Merchantable Capacity owned by 
Competitors of Combination 


9,000 


13,000 
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1 The estimates of this series of figures are based on glucose alone. 


2 The estimates of this series are based on both starch and glucose. 


the capacity of the latter company has been pro-rated on this basis. 


3 As the Corn Products Company acquired 49% of the stock of the New York Glucose Company, 


so the ownership of 49% of its stock does not in 1906 indicate 


4 Between 1902 and 1906, the New York Glucose Company had become an aggressive competitor, 


a pro-rata control of its capacity. 
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5 sof finance are familiar with the fact that strong 


ompetitive forces, backed by marked business skill, are fre- 
i ition to dictate the terms of combination to a 
There is the well-known instance of the Union Tobacco Company, 
loosely organized by men unfamiliar with the tobacco business, 
but backed by the powerful (and unscrupulous) New York 
Traction financiers, which was able to dictate terms of consolida- 
tion to the American Tobacco Company, though that, even then, 
dominated the market for manufactured tobacco. The Con- 
solidated Cotton Company, with a nominal capitalization of 
$21,000,000 but with inefficient management was practically 
taken over by the more efficiently managed Bay State Cotton 
Company with an outstanding capitalization of only about 
$1,000,000. Generally speaking, in a consolidation of operating 
companies the acquisition of an efficient management is more 
important than the acquisition of plants. So in the present 
“Instance, the management of the New York Glucose Company 
was able to dictate the terms of consolidation. One condition 
was the retirement of the management of the Corn Products 
Company. Through a process of natural selection it had proved 
a failure. ; 

By January, 1906, plans for the reorganization and merger 
were presented to the stockholders of the Corn Products Com- 
pany. They provided for the formation of the Corn Products 
Refining Company with the same capitalization as the Corn 
Products Company. The stockholders of the older concern 
were asked to surrender one-third of their holdings, for the pur- 
pose of acquiring the 51% of the stock of the New York Glucose 
Company and the entire assets of two smaller concerns, the 


Warner Sugar Refining Company and the St. Louis Glucose 
Company. The formef? of these had a refinery at Waukegan | 


Illinois, with a daily capacity of 17,000 bushels. It was a Maine 


1 Supra, Chapter XIV. 

2 The refinery was controlled by C. M. Warner. Infra, p. 272. 

3 The New York Stock Exchange Listing Application, January 25, 1906, A- 
3192, gives a slightly greater capacity. The estimate given above is more nearly 
correct as it was derived from a direct and very reliable source. 
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corporation, organized October, 1903, with a capital stock of 
$3,000,0 ooo and no bonded debt. The St. Louis Syrup and 
Preserving ‘Compariy owned a refinery at Granite City, Illinois, 

and a short branch railroad. The capacity was about 8,500 
bushels. The protective committee of the stockholders had 
divulged the fact that the various plants of the Corn Products 
Company were grinding only 60,000 bushels of corn a day. 
Adding to this the part interests of the Corn Products Company 
in the refinery of the New York Glucose Company, we may 
estimate the actual ownership of the Corn Products Company 
as representing about 72,000 bushels of corn a day.! Against 
these assets there were bonds aggregating $7,195,000. The 
capacity of the New York Glucose Company’s refinery, not 
pro-rated to the Corn Products Company was 13,000 bushels; 
that of the Warner Company was 17,000 bushels; and that of the 
St. Louis Company 8,500 bushels. Thus the grinding capacity 
added by the merger amounted to 38,500 bushels.‘ These 
refineries had bonded indebtedness approximating $2,300,000, 

|In the plan of merger, the stockholders of the Corn Products 

Company were allowed two-thirds of the stock of the new holding’ : 
company, and the other interests one-third. The allowance to 

the former was excessive. Aside from the trade-marks of th 


| box starch business, the value of which was largely offset by th 


\ high price of corn, the assets of the Corn Products Company, | 


1 Taking the capacity of the New York Glucose Company as 26,000 bushels. 
In all estimates of value the capacity, equity, and liabilities of this Company have 
been pro-rated. In estimates of control the capacity of the New York Company 


‘ has not been pro-rated. 


2 This figure is deduced from New York Stock Exchange application A-3192. 
Condensed in 82 Chron, 1321. 


3 Neither of these smaller concerns were as efficiently managed nor had plants 
of as improved construction as the New York Company. 


4 In the plan of consolidation, issued by a committee of the Corn Products 
Company to its stockholders, January 6, 1906, it was stated that the New York 
Glucose, the Warner, and the St. Louis “ did about 50%” of the business of the 
country, which estimate agrees with that here given, provided the capacity of 
the New York Glucose is not pro-rated to the Corn Products Company. The 
estimate given above is based on pro-rating 12,000 bushels of the New York Com- 
pany’s capacity to the old Corn Products Company. 
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burdened by heavy underlying mortgages, were less valuable 
than those represented by the new interests. Had the stock- 
holders of the Corn Products Company been required to relin- 
quish half, instead of a third of their stock, the plan would have 
been more equitable. There were two reasons which led Mr. 
Bedford and his associates to accept the terms of consolidation. 
The value of the total amounts of securities offered them was 
large as compared with the actual cost of the New York Glucose 
Company’s stock; the entire management of the new company 
was vested in their hands. This latter was a concession of great 
importance, for, in the actual working of the consolidation, the 
old officers of the Corn Products Company retired and those 
of the New York Glucose Company assumed their places. The 
stockholders of the Corn Products Company were the distinct 
gainers by the consolidation! heir property was not actually 


1 Some even of the stockholders of the Corn Products Company pretended to 
consider themselves unfairly treated in the reorganization and alleged a con- 
spiracy by E. T. Bedford and his associates, — whom the bill declared were “‘ com- 
monly known as Standard Oil people,’ — with the old directors of the Corn 
Products Company, to defraud the stockholders of the latter company of their 
property. The feelings that existed between the Presidents of the two Com- 
panies were hardly such as to have encouraged a conspiracy. Some of the allega- 
tions made in the bill’ were at least entertaining in view of the history of the 
combination. For example it was alleged that the stockholders of the Corn Prod- 
ucts Company were discouraged as much as possible by such reports as would 
induce them to sell out or transfer their stock.’ The bill further deéclares, ‘“ from 
the beginning the Company has been subjected to attack by the Standard Oil 
Company. One method was the construction of a factory for the New York 
Glucose Company by Bedford and his associates. This method failed and it was 
then attempted to buy the stock of the Corn Products Company by depreciating 
the stock values, and by sales of large quantities of stock on different exchanges 
in large amounts, and buying it in again at a lower figure. The $50,000,000 0 
Common stock was cut down by false sales to one-tenth of its supposed value, 
while $30,000,000 of posted: stock v was depreciated to one-quarter of its par 
the difficulty of effecting a fair reor- 


. There are always stockholders who consider themselves aggrieved. 

Ost Serious of all there are always hordes of speculators and unscrupulous 
ie opts elCacainct x company, ostencibly to obtain 
rights in the name of justice, but actually to compel the large corporation to buy 
its peace at secret and exhorbitant terms. In the present instance the fact that, 
the Corn Products _ aces Company was under the Eee of men_connected 


with t the Standard Oil any W: e much of in lic press, apparently 
to ) prejudice public opinion aarnne the Company. 
a ee ne apenas 
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worth twice that of the new interests. On the contrary, had 
Mr. Bedford and his associates not come to the rescue at the 
critical time either a drastic reorganization or bankruptcy would 
have confronted them. _Besides the preservation of their prop- 
erty they exchanged their inefficient management for that of 
Mr. Bedford trained as he had been in old 
i ost exacting school of business ad- 


ganization are seen in the table on the following page. Counting 
all its refineries, the Corn Products Refining Company had an 
extreme rated capacity of 235,500 bushels a day.!. The actual 
merchantable capacity of the entire plants of the Corn Products 
Company amounted to less than half this amount, approximately 
111,000 bushels. Considering the considerable fluid assets of 
the New York Glucose Company it is fair to estimate the actual 
value of the operating plants, the real estate of the unused plants, 
and the net quick assets of the companies comprising the Corn 
Products Refining Company as approximately $12,000,000. 
To this may be added $2,500,000 for the box starch trade- 
_ marks, and $500,000 for the various terminal railroads.? This, 
estimate of $15,000,000 is upheld by the letter of President. 
} | 
Bedford to Speyer and Company, June 2, 1909. After expendi- 
' 1 Statement to New York Stock Exchange, of March 11, 1906, A-3192. The 
_ great difficulty with estimations of capacity lies in the fact that the rated capacit 
was much greater than the merchantable capacity. This estimate, presented id 
the New York Stock Exchange, took into consideration old mills long since aban- 
_doned. The actual merchantable capacity of all the mills of the Corn Products 
Refining Company was not far from 111,000 bushels daily capacity. 


Starch and Glucose, 


: bushels daily capacit 
Corn Products Company © eee, 


Warner Company 


SI TO Oe eee ee aOR SERS 16,500 
St.Louis syrup Company = sncesme ie cae eee eam 8,500 
New York.Glucose:Company, sseanice. eiceete Leee-eeen ee 26,000 

: III,000 
Competitors: circ fusmecineon tan i ene Eee 40,000 


Total merchantable capacity for United States................ 151,000 


* Mr. Bedford, three years later, valued these terminals at only $330,000 — 
Printed letter, June 2, 1909, to Speyer & Co. 
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tures of considerable sums had been made for betterment, 
he asserts that the total assets of the Company were worth 
$22,567,750. Against these assets of $15,000,000 the Company 
had a bonded debt of $9,494,360.1 Upon the remaining equity 
of $4,500,000, represented largely by trade-marks, the reor- 
ganization had placed $30,000,000 of 7% cumulative preferred 
stock, and no less than $50,000,000 of common stock. The 
fixed charges alone amounted to over $500,000 and the contin- 
gent charges to over $2,000,000 more. The earning of the full 
charges would represent an earning power of fully 16? % on the 
Company’s actual property. The first market quotations of 
the Corn Products Refining Company’s stock were on March 209, 
1900 when the preferred stock sold for $80 a share and the 
common stock for $25 a share. On the basis of these quotations 
the property of the Company had a market valuation of over 
$45,000,000 or three times its actual worth and the equity had a 
market valuation of over $36,000,000 or eight times its actual 
worth. 

From the previous history of the Glucose and Corn Products 
Companies, it is clear that the business possessed no exceptional 
earning power, but depended solely upon the ability of the man- 
agement to produce a stable commodity at a low cost. In other 
words we are dealing here with a manufacturing business 
operating under conditions of free competition. __In view of this) 
fact the Bedford management ado i onservatism in 
its dividend policy. _Although the new Company has earned 
‘the full 7% on its preferred stock, after allowing for depreciation 
and payments to the sinking fund of its bonds, only 5 % has been 

| paid, — the dividends in arrears accumulating at the rate of 2 % 
each year. Soon after the Company was organized, the preferred. 
'stock was quoted at $85; in the panic of 1907 it fell to $46; 
‘and in the market inflation of 1909 it reached $93.50 a share. 
'The price of the common stock has fluctuated in the neighbor- 
| hood of $10 a share. 

The methods of intensive efficiency and extension commonly. 


used by the Standard Oil Company have been applied with 


' Statement to New York Stock Exchange, A-3192. See table, supra, p. 107. 


STARCH AND GLUCOSE COMBINATIONS 


Tne two chapters on the starch and glucose combinations 
describe six different companies fairly in detail: The National 
Starch Vanufacturing Company, The United States Starch Company, 
Tne National Starch Company, The Glucose Sugar Refining Company, 
Tiie Corn Products Company and the Corn Products Refining Company. 


In order to facilitate disaussion in the class room, you will 
do well to draw up a chart on a piece of paper about the size of 
the page in the book, On the left hand side write down the 
following items: 

PoP Sono vOlS,. camUtrLcers:,. ovweContTol <ofeindust ry: 

4, Value of assets, 5. Comparative income, 6, Charactcor 

of financial management, 7. Character of business managc- 
ment, S. Distribution of securities, 9, Value of securities, 


Other headings may suggest themselves, but if you can gét these 
facts quickly you will be arle to follow the discussions readily. 
Along the top of the page write down the names ODytheters 
corporations, and then in vertical columns write down the pages 
of Dewing's book on which can be found the facts enumerated on 
the left hand margin. 


T his procedure had better be followed in the study of every 
corporation hereafter and it represents the minimum amount of 
wor. to be done in connection with the course. 


- - - _-_ = -— mei weoellerPerl Ul OU 


1. Was the formation of each company (1) A readjustment of the old 
company? (2) A re-organization of the old company? (3) a 
consolidation of the old companies? What ests do you apply, 

-In reckoning the control which the Corn Products Company had over 
tie glucose rerining of the country Dewing includes about half 
the capacity of the New York Gjucose Company. Is this a fair 
inference, CP: 1S — ro te MOEbe . 


tw 


3. What were the real and what were the assigned reasons for the 
failure of the Corn Protucts Company ‘ 
fre dam tree. of Caen, (ee sod 
4, Show how the ownership of 49% of the New York Glucose Co, .-con- 
tained an cloment of danger to the Corn Products Company? 
5. What is the difference between the rated and remunerative or 


merchantagle capacity of thg plant, P a : ae eee: 
flabde nee fen et Og OL a hoe wwrortrd ars 
6 Can you justify tie eget O64 on page 109, of per ae book? 
’ Ape ake on for 


—4— ¥j tab |48 the essential difference between the starch ald glucose 
U 


(predeeyns i ness and the leather industry? Compare both to the stee : 
iy == —0U.8 #5 Tle s5.— GRAAL TIAA Burt preodsset. pen ; atheg, 
= OG h what extent was the holding company idea used in the glucots \SYeet 


pe industry? Why was it abandoned? Compare the holding company 1UcC9 44 
pee in, the industrial field and in the public service field. Ne tenes 
ae joint tne six corporations mentioned above was there in any case at |\Yerrens 
ee fi any time any reasonable relation between the market value of the ——— 
securitres and the tangible value of the property? amd the earning 
power of the company, and the valve of the new securities issued 
for them in the .consolidation or resorganization, 
\ Fe ed r Lee a ee es 
Criticize Dewing's method of valuing plants on thebasis of 
capacity and substantiate, the criticism as far as pogsible bv 
acts and figurcs x (Reet og No - of yi = a aan etecias aaah Si 


g. oF a Sek ees ; ee 


e & B aa al 

ee. Tay, ; y &. 40 . 

ey | Purblirverveudert & ; pI 5 hee 
< a \ reat »\ 2 4 tte, et Aw Aff m4 : 


5? oe = ee hes Pepa ay pare Athy fron~thact oe 


ant 


st 


om By 
* 


THE GLUCOSE COMBINATION 1 fele) 


marked success to the_Cor ing Company. 
management has recently entered into the manufactur¢ of te 

pensive candies and preserves, to insure a market forjts glucose.) 

It has placed before the public, “ Karo Syru .”? a widely-adver- 

tised form of glucose, made palatable for family consumption. 

It has equipped a new and thoroughly modern glucose refinery 

near Chicago, built partly from earnings charged to betterments, 

and partly from the proceeds of the sale of An issue of $5,000,000 

in bonds. The glucose business has /been concentrated at 

Chicago, Pekin, and Granite City, Illinois, and Edgewater, N.J.7 22 Ca 
All the subsidiary a i isti mpanies have been,7+ 
completely merged, with the exception of the iNational Starch | —c#<* 
_Company. The underlying bonds of the latter, upon which An 
interest. was defaulted, were exchanged for new debentures, ae 

guaranteed principal and interest by the Corn Products Refining 

Company on a basis of five new bonds for six old ones. These 

steps placed the finances of the subsidiary companies in better 

form. In the latter part of roto, efforts were made to still 

further improve the financial condition of the Company, by 

reducing both the capital stock, and the contingent charges. 
Mr. Bedford’s plan, which was thoroughly wise and far sighted, 
entailed the surrender of four-fifths of the common stock. The 
remaining one-fifth of the common stock and all the preferred 
stock was to be exchanged for new stock of one class, upon which 
it was proposed to pay dividends at the rate of 5% a year. The 
plan would have reduced the stock capitalization by one-half f 
and done away-altogether with t ie disparity of interests between 
the preferred and common. stoc ders. Unfortunately, the 

lan failed, frustrated by the samie ideas which were responsible 

for the train of financial blunders that attended the fortunes 

of the subsidiary companies before the advent of the present 
management. The most elemen is of the Company’s 


financial history sho j ive need of reduc- 
ing I italizati i he Company 
especially of its bonds, shall be improved, Then, too, its general 
Se eer 


organization would be less pervious to attack on the gro d_of 
monopoly in restraint of trade. Vv 


r | cc eeeaae 
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Looking back over the history of the various component 
elements that have gone to make up the present Corn Products 
Refining Company we find nothing subtle and inexplicable 
in the succession of_reorganizations. Both the early starch 
and the glucose companies were promoted under conditions 
of flagrant misjudgment based on the belief that consolidation 
would eliminate competition and increase conspicuously the 
margin of profit. Beginning with the 
National Starch Manufacturing Company _ there were no less 
than three reorganizations following in rapid succession, all 

—pased on the purpose of eliminating new competition as it arose 
through new and ever widening consolidation. The histories 
of all of these combinations, until we reach the last one, were 
very similar. The consolidated company started out with 
approximately four-fifths of the country’s production directly 
under its control. Through high prices, which stimulated 
competition, and inefficient management, which prevented the 
consolidation from meeting the new competition as it arose, 
the proportionate control fell rapidly until it came to be less than 
a half of the country’s output. _At this point a new consolidation 
was effected. The results of this policy of reorganization to 
eliminate competition are seen from the table given on page 102. 
Finally, in the last reorganization, a new management came into 
-control of the business which recognized the basic fallacy of 

the previous efforts to control the level of prices and to inhibit 
competition in a business where competition was inevitable. 

_Success in such a business could _ result only from the efficient 

“Management ‘of details, r costs of production and 

economy in distribution. 
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DIAGRAM SHOWING CONSTITUENT COMPANIES THAT HAVE ENTERED INTO THE 
FORMATION OF THE CorN Propucts REFINING CoMPANY _— 


vont” a 


Warner Sugar Refining Co., 1903 ae a be 
Saint Louis Syrup and‘Preserving Co., se) ger 

i as LA § ¢ 
New York Glucose Co., 1907 r 8 4| 


— 
linois Sugar Refining Co., 1898 i if vA 


Charles Pope ¢- has 
Glucose Refining Co., 1880 A it: e a 


g7 


"Corn Products 
Refining Co., 
> 1906 


Corn P, 


ducts Co., 
2 p 


Chicago Sugar Refining Co., 1883 

American Glucose Co., (1873)1883 4 ie 
Peoria Grape Sugar Co, 

Rockford Sugar Refining Co. 

Davenport Syrup Refining Co. * 


Glucose Sugar Refining Co., 1897 15 - gv" 


United States Glucose Refining Co., 1899 } 
United States Sugar Refining Co,, 1893 el 
United Starch Co,, 1899 Lo-& 
Kingsford’s Oswego, 1848 
Graves (Buffalo) 
Duryea & Co's Sioux City 


National Starch Co., 1900 AanMiaoomrientecaoiys 


+ b/g 
\ aon 
G&G National Starch Mf’g Co., 1890 


Julius Wood, 1845- — } CGS 


Hiram Duryea, 1855 . 


oe tinny, FTF PEER elghteen other ther factories, 


2 O- 


Ne CHAPTER V 


Tur PROMOTION AND FAILURE OF THE NATIONAL CORDAGE 
Company ! 


The antiquity of the industry, 113; early pools, 114; the National Cordage 
Association, 116; organization of the National Cordage Company, 117; expansion 
of thé National Cordage Company, 119; increase of stock and public offering, 121; 
manipulation of hemp and buying competition, 125; financial operations, 132; 
failure, 135. 


CHRONOLOGICAL SUMMARY 


1861. First trade agreement. 

1878. First pool. 
} 1887. Incorporation of the National Cordage Company. 
1889. Beginning of policy of expansion. 
1890. Increase of capitalization and public offering of stock. 
1892. Maximum control of the Company. 
1893. Stock dividend of 100%. 

Failure. 


i 
JuR interest in the manufacture of cordage lies in the fact 
that here is to be found one of the first instances in which com- 
peting businesses united to form a large industrial consolidation 
be Hof the sake of exacting monopoly profits. _In its brief career 
paw National Cordage Company illustrated almost every..¢co-\ _ 
Bt omic and d_ financial cial problem. 1 that could | ordinarily present itself 
in the history of ¢ any } industrial consolid: consolidation... _On the economic 
“side it showed the “gradual “concentration under one control of 
,, upwards of ninety per cent of the American rican production in an 
AO sh industry where every condition f 1 favored competition. It domi- 
“atedthe market for the raw material and controlled as well 
the essential machinery used in the process of manufacture. 


To accomplish these ends every device was resorted to for creating 
73 


a monopoly, — the gentlemen’s agreement,” the pool, the_ 
legal trust, the leased cor 0r “and the holding « corporation. 


1 For description oe one of sources of fulcemenon covering the National 
Cordage Company, see p. 164. 
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The financial history was no less varied. The common stock ~/ Re, 
was issued to the promoters and the preferred stock to the 
_ public; the.stock was. marketed by a professional operator; | 


pangs ncRem 
. 


officers of the Company participated in speculative “ pools”; 
a stock dividend was declared on the basis of fictitious earnings 
in order to aid the speculation in the Company’s securities. 
Unable to carry the burden of an oversupply of raw material gn 
and finished product, with its trade position undermined by be pope 5 
new competitors, the consolidation collapsed in a day. Re- 
ceivers were appointed and the Company was reorganized. p 
All this occurred at the beginning of the panic of 1893, before |) ~ 
the depression of the middle nineties, fully five years before 
the majority of our large industrial corporations sprung into 
being, and nearly ten years before the ill-fated among them had 
been reorganized. This early, one might say precocious, attempt 
on the part of the cordage manufacturers to create a monopoly 
gives the consolidation a particular interest for the student of 
economic history. 

At the time of its strength, moreover, the National Cordage 
Company was a giant. The Commercial and Financial Chronicle, 
usually sparing in adjectives, referred to it as the “‘ great indus- 
trial corporation.” ! It occupied the center of the stage, with 
the American Tobacco, the General Electric, and the American 
Sugar Refining Companies of minor importance. Powerful 
New York bankers were behind it. When, therefore, the whole 
house of cards fell to pieces in one crash, the collapse. carried 
with it a disturbance and contraction of business confidence 


which contributed, more perhaps than any other single failure, ae 
to the acuteness of the crisis of 1893. After that time the reor- | __ | 


. Walia . . 
. ganized Company led an uneven existence, reorganized and 
rif . . . oe ones _ RRs earere 
reorganized again, all the while diminishing in importance, .— 
ntil there remained hardly a vestige of its former prominence. 


/ Created originally to stifle competition, the consolidation. was 
itself stifled by it. 
e 1 EOE CY emcee 


The spinning of rope was among the first industries set up 
in colonial days. A rope walk was to be found in Boston as 


1 56 Chron. 247, February 11, 1803. 
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early as 1642; and John Harrison was granted a monopoly 
by the Massachusetts Bay Colony, for his “rope field,” to 
extend down to 1663. ‘In the federal procession of 1788, the 
men employed in the industry outnumbered any other class 
of mechanics in Boston.’’ From Massachusetts, the industry 
extended to other colonies. A picture of New York, in 1728, 
shows “ Tucker’s Rope Walk.” ! In all this early period, rope 
making was dependent on the business of shipbuilding; so that, 
with the gradual decline of the latter industry, it became rela- 
tively unimportant. After the invention of the self-binding 
harvester machinery, a sudden impetus was given to the industry 
through the demand for binders’ twine. 

The first trade agreement among.cordage manufacturers 
was consummated February 23, The object was “ to 
establish certain customs in the trade,” correct abuses and 
misbranding, and to come to an understanding regarding prices. 
Weekly meetings were held in all the eastern cities where the 
cordage manufacture had secured a foothold. In July, 1874, 
the old agreements were entirely rewritten, and the ‘‘ manu- 


“YY factu of honor and _ integrity,” 
to the true and. faithful observance of the rules.” This proved — 


ineffectual to prevent underselling, and the agreement was 
strengthened in 1875. Since this, too, proved of little avail 
as competition became stronger the manufacturers concluded 
to adopt a pooling system. The. first..pool was established 
Januar 1878. A committee in conference with the manu- 
acturers agreed that certain percentages of the total production 
of the country should be assigned to each manufacturer. ‘“ 
percenta 1g 


for a give 

! Predecessor of the Tucker and Carter Company, one of the four chief constit- 
uents of the National Cordage Company. 

? Much of the information in this paragraph was derived from The Cordage 
Industry by Benjamin C. Clark, Boston, 1895; a brief summary in eight pages, 
prepared for ‘‘ The Memorial Centennial of 100 years of American Commerce.” 

3 The Cordage Industry, by Benjamin C. Clark, p. 5. J. M. Waterbury testified 
before the Industrial Commission that L. Waterbury and Company had the largest 
percentage in the pool. XIII R.J.C.127. As has become notorious in connection 
with the steel industry, price fixing and pooling agreements were frequently ar- 
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month exceeded the assigned percentage, that concern paid 

into the pool 2 cents a pound on the excess. The manufacturers _ 

whose production fell below their assigned percentages drew _. 

out from the pool 2 cents per pound on the difference.! “In (fer j 
1880, the amount of the pool Was | reduced trom 2, cents to 1 cent ¢ crs 

per pound, and in June of that year to } cent? but in January, ” Oroty= 
appar abool.was. abolished”: - Associations, conducted along A®> 
“the same lines, were formed in 1882 and in 188s. The last Qut 

was to exist until February, 1888, but was broken up about a qu oe 
year previous, just before the organization of the National “* 
Cordage Company, on account of price cutting and false returns, #2e/—= 
Indeed, the reason for the failure of all these pools seems to 
have been that always some men would _undersell their competi- 
tors, or make false returns to the organization. There seems 

no doubt that competition was particularly severe during this 

period and the sean nTacTaners Toearaed THe Soren ne aoa 

of mitigating its severity. Yet the ease with which they were 

broken up shows clearly that their influence was nominal. 


The pools controlled, however, a large percentage of the pro- 
duction,‘ and were probably able to reduce somewhat the amount 


trade at thé consummation of the arrangements for the pool of 1885. 


“ 


| ranged at “dinners.” For example Edwin H. Fitler gave a “ banquet ” to the 


~~ 1 An excellent account of the operation of such a “ pool” is given by Henry 
Hudson in an account of ‘ The Southern Railway and Steamship Association ” 
which was operated among southeastern railroads, during this period. V Quarterly 
Journal of Economics, 70. Also reprinted in Railway Problems, edited by Wm. 
Z. Ripley, p. 98. See also, Hadley, IV Q. J. E. 158; Bradstreet, December 15, 1888; 
E, B. Andrews, “ The late Copper Syndicate,” III Q. J. E. 508. 
2 Clark, The Cordage Industry, p. 5. 

his generalization is also borne out by the testimony given to the Industrial 
Commission by various men (XIII R. J. C. 112-172) and by the reports that early 
cordage men gave to the writer in conversation. J.M. Waterbury testified, “‘ They 
were always broken up by other new competition starting, or by some men not 
being willing to act up to the agreement.” (XIII R. J. C. 126.) 
(- The production of cordage during the life of the United States Cordage Manu- 


facturers’ Association, the first pool, is seen from the following table. Statistics 
from Clark’s The Cordage Industry. 
Pool 
STIS ‘cy ty tien oO ES EROS Oe Ore Dice ec ene 40,661,000 pounds 
ITE) 0.y jel PICRORODEED OC ao Tee 59,808,000” 
1S SOMATA EMT Se atric, ke sso skort oh ag eyes 70,480,000” 


These estimates averaged at least 70% of the total American output. 
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of cordage manufactured. They were hampered, and perhaps 
helped in a certain sense, by the enormous expansion in the 
cordage industry resulting from the manufacture of binder 
twine for the McCormick self-binding harvesting machinery. 

In order to obtain the advantages of combined action four 
of the largest manufacturers formed among themselves two 
separate organizations, one a “ trust ” and the other a corpora- 
tion. The rst was an actual “ trust’ in the old legal sense 
he owners. of the stocks of the competing com- 
panies 3 assigned . them. to. ~a.central. boa board of “ “ trustees,’ ”” who 


property. held. by them as trustees. In this way the trustees 

had absolute control, as legal owners, of the subsidiary companies, 
“yet these subsidiary organizations were kept intact as ostensibly 
competitive units. The legal trust was a logical development 
out of the “ pool,” when it was recognized that the managers 
of the pool had no legal control over the operations of its mem- 
bers. As trustees of the trust they were the legal owners of 
the property of the members, and could therefore administer 
each separate mill in the interest of the whole organization. 
In this case the trust was called the National Cordage Associa- 


tion. It controlled four separate com Water- 
~ bury Company, with a mill in Brooklyn, was distinctly. the largest 


single manufacturer of rope and twine in the country. It had 
been in | profitable operation for years as an independent. mill, 
ber eaco lL ICe pe 
“and it entered the new combination with a large surplus and 
er eer wee ee a 
“high commercial ae Its financial rating was well above a 
million dollars.” The Tucker and Carte Cordage Company 
was one of the slice t concerns in the business... In the early 
part of the eighteenth century, the great- Speen ciate 
iain ote 
1 The references on the old legal “ trust ’’ are numerous, see especially W. W. 
Cook, Trusts, 1888; G. H. Wald, “Two Recent Trust Cases,” I Har. Law Rev. 201; 
F. J. Stimson, “Trusts,” I Har. Law Rev. 132; T. W. Dwight, “The Legality of 
Trusts,” III P..S.Q. 592; N. Heinsheimer, “ The Legal Status of Trusts,” IV P. S. 
Q. 190. For good description of the operation of a trust see J. W. Jenks, “ The 
Development of the Whiskey Trust,’ IV P. S. Q. 296 (reprinted in Trusts, Pools, 


and Corporations, edited by Wm. Z. Ripley, p. 22). For later legal opinions see 
Boisot, 30 Am. Law Reg. 751; Dodd, 7 Har. Law Rev. 157. 
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of the then head of the Company was a shipping merchant, 
who started a rope walk in order to manufacture his own rope. 
In 1887, the mill was capitalized for only $500,000. Its business 
had permitted of thirty per cent in dividends besides allowing 
upwards of $600,000 to be deflected into improvements. _ alice 


W. Wall’s Sons and the Elizabethport Cordage Ly were 
~ ld concerns quite as successful. Tis true, therefore tha os 


cordage consolidation began its life with four well established, 
conservatively capitalized businesses, which had yielded high 


profits as separate organizations. These four com anies operated 
2,800 spindles and manufactur® Patent ite rer enna Te Ba 
. not the pr é control over the industry that some 
of the early pools had had, owing to the fact that several of the 
largest manufacturers would not deed their mills to the trustees. 
All the Association’s affairs were kept secret. After the Ameri- 
“can Sugar Refining and Standard Oil decisions,? the attorneys 
for the manufacturers advised them to give up the trust form of 
organization because of its doubtful legality. The advantages 
of combination had already been secured in the corporate form 
of organization. 

The other means of combination was through a corporation 
in which the four manufacturing concerns had a joint interest. 
On July 20, 1887, the certificate of incorporation for the National 
Cordage Company was filed with the New Jersey Secretary of 
State. The Corporation was under the direct control of the four 
large cordage manufacturing companies referred to in the pre- 


1 The estimate given by J. M. Waterbury before The Industrial Commission was 
forty per cent to fifty per cent. (XIII R. J. C. 127.) It was excessive, however. 
In the latter part of 1891, a writer in the New York World, apparently conversant 
with the-situation, estimated the spindle capacity of the country at 10,386. The 
checks available by the present writer at this time would indicate that this esti- 
mate is thoroughly reliable. The four mills just mentioned had 2,800 spindles. 
Allowing for the growth of competition in the meantime, we may estimate roughly 
the control of the four mills just mentioned, at the time of the early “ trust” and 
the formation of the National Cordage Company in 1887, at thirty per cent of the 
country’s production. This was the nucleus of the whole consolidation. 

7 People v. North River Sugar Refining Co., 121 NV. Y. 582, 1890. State v. 

ndard Oil Co., 49 Ohio St. 137, 1892. 
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vious paragraph. Its authorized capital was $2,500,000 and 
the initial cash subscription was stated as $1,000,000. This was 
soon increased to $1,500,000. The Corporation was at first 
merely a legal device for enabling the members of the National 
Cordage Association, the “ trust,” to codperate with each other 
in the purchase of hemp and sisal and in the sale of the finished 
rope and twine. The capital, contributed by the ‘manufacturers 
themselves, was used to finance the purchase of raw hemp and 
sisal for the members of the Association and to assist in carry- 
ing the considerable load of floating debt always present in a 
seasonal business like that of the manufacture of binder twine. 
The Company was conceived as a convenience to help in the 
conduct of the manufacturing business, a financial prop to help 
maintain the control of the market secured by the Association. 
The stock was all held by the manufacturers themselves and 
none was placed on the market during the first three years of 
the Company’s history. The Directors were men thoroughly 
familiar with the cordage business. 1 In fact promoters, bankers, 


‘and stock market interests were conspicuously absent during 


the early years of the National Cordage Company’s history. 

The practical common sense of the Directors of the Cordage 
Company is indicated by their method of conducting the business 
of the separate mills. Each one of the four manufacturing 
companies managed the operation at its own mills, while the 
organization of the National Company merely attended to the 
purchase of the raw material and the sale of the finished product. 
_ro stimulate economical production the Directors of the National 
“required each operating company to bid a price at which it 
“would manufacture for the. central. organization. In case 
the bid was not as low as that of the other subsidiary operating 
companies the unsuccessful competitor was required to close 
its mill at its own expense. This entailed considerable loss, 


4 jas M. Warsi: President, and Chauncey Marshall from the L. Water- 
at & Company; Willard P. Whitlock and Elisha M. Fulton from the Elizabeth- 
port Company; Frank T. Wall from W. Wall’s Sons; John A. Tucker and Caleb 
P. Marsh from Tucker and Carter. (Marsh had been hired by the Tuckers to look 
after their interests in the Cordage Association and the National Cordage Com- 
pany.) 
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although the Company would, of course, derive an income from 
its interests in the National Company and the National Associa- 
tion. The lower the price at which the manufacturers were 
willing to spin the cordage, the larger the margin of profit be- 
tween the raw hemp and the finished rope and twine, and inci- 
dentally the greater the earnings of the National Cordage 
Company. This method of preserving individual responsibility 
_n the face of consolidation, of stimulating efficiency of personal 
attention to detail without relinquishing the economies of large- 
scale production, is possibly unique, and certainly worthy of 


careful consideration. Later, when the listing committee of ¢ pz 

— = o p 

the New York Stock Exchange were passing judgment on the | 2 

securiti are said to have called it “a 
idea”?_and ‘‘a pretty sound scheme of consolidation.” /v 


t 
Q 


Stimulated by the success with which they were managing 
the four large mills, the Directors of the National Cordage 
Company conceived the plan of a combination of cordage mills G | 
which should exert a monopolistic influence throughout the 
industry. is end the Directors leased for ninety-nine years 
the ae used 
the $1,500,000 of money paid into the Company’s treasury ag | 
working capital. In this way the National Cordage Company 
began to assume some of the functions of the Association, and 
to play, therefore, a more important role. It was to be the 
nucleus of a larger combination. Furthermore, the Directors 
began to negotiate for the acquisition of various small mills * / 
throughout the east and by the end of 1890 they controlled by / he 


lease or option ten_small mills besides the four already in the th> 


1 Quotation of J. M. Waterbury’s testimony. XIII R. J. C. 127. : 
2 Belmont and Vermilye’s Prospectus for the sale of the preferred stock, p. 3. 


——_- 
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National Association. These mills altogether had a nominal 
capacity of upwards of 3,900 spindles.t The total operating 
spindles of the United States amounted in 1890 to something 


aS between 9,500 and 10,000. The first expansion of the National 

Ke Cordage Company, therefore, gave it a nominal control over 

‘te r| something like forty per cent of the rope and twine production 
vr 0 | of the country. 


£ In the spring of 1890 three circumstances prompted a further 
extension of this policy on the part of the National Cordage Com- 


~ pany. stof .t the advice of the..Company’s 
Ba attorneys that the old N ational Cordage A: Association 1, being 
Vi VA d __ of the nature of a trust, should not be continued. _. Much. dis- 

x, cussion was current concerning the Standard Oil and especially 


the American Sugar Refining trust cases,.then-pending in the 

, a Ohio and New York courts. The attorneys assured the Cordage 
Association managers that the same ends could be attained 

under a corporate form of organization. This corporate form 

could be supplied should the National Cordage Company take 

.- over the entire functions of the Association. 

| cumstance that prompted an enlargement of the National 
/,, s | Cordage Company was the desire of the Directors_to-secure-a 
public market for the Company’s securities, and thereby. extend 


£ 
gh the business beyond. the limits of their own capital. niche 
wee ‘been very much depleted by unfortunate speculations _ in in raw 
A’ Osh We hemp to be described presently. The public was not aware vare Of 
. 1 Original ie Creating companies of the National Cordage Company: — 
i Ez. Waterbury ea COs aihete vesslcetietete aioe wicitiat Pea ols Site Brooklyn, N. Y. 
William’ WeallisiSoms merece averraryorecticeraeiscarcroinis rie Se cnet Brooklet INELYS oe mee 
u Ebzabethport Cordagel Coat. .)teeee en telecast ee Elizabethport, N. J. B00 
Tracker 6c Carter! Cordage! Cow snes oeieeineeimenieiciae Brooklyn, N. Y. Ooo, 5 


The ten mills acquired by lease or option during the latter part of 1889 and the 
early part of 1900: — 


Xenia, Uwine cc Cordage! Commanniieesrecaine catia aarti Xenia, O. 100 § indles 
JE RINGS SOUS iene aerate acer ele eetete Easton, Pa. 100 . 
Akron; Twine & Cordage ‘Co. catrectets.. ie acer Akron, iO: TSONmmEss 
Wictoria Cordage: Conte e seer t citer Dayton, Ky. 400) 8 
H-ReiLewis:W& Contin yacet cae meme Philadelphia, Pay TOO se! 
Randall} 'Goodale& Cov 2.acpc cue -mer eco ernie Boston, Mass. 5 colo 
BRaumpardner, Woodward: & Coc. enc h eeeieie Philadelphia, Pa. SOueee 
G?CePooley'& Sons! <5] ieee tected cote sa clor nan eae Buffalo, N. Y. TOO Mame 
New: York: Cordage Cor serge iets ag eivieloher etre tie New York City 30m 
nee soon dism: 
(Altas ‘Cordage: Co. at jes-ceictere oreierclejototeitelevers ovate geeonen nee Gio ie 


(soon dismantled) 
List from Belmont and Vermilye Prospectus, and capacity from New York 
World, article quoted in 54 Chron. 34, January 2, 1892. 
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these circumstances and the Directors believed that the high 

financial standing of the four constituent cordage companies 

would enable them to sell the National Company’s securities 

to the public. Whether or not the desire to recoup the treasury | 

from the tosses sustained by unsuccessful speculations was the | ee 
primary motive that led to the extension from a private to a 

public corporation, it was at least incidental. In addition _In_addition the . 


elieved_they could make a romoter’s profit througt through 3 wh a 


he securities. The business community assumed . > ¢' 

In > aa as it did in 1899, that immense profits could be made (/ Nak ‘ 
from the mere promotion of large industrial combinations. Tan ges 
The third reason was the fever of extension then prevalent in/ | , An Mt 
the community . and the belief that - through a a nominal control * VA <_ ( , 
over the country’s production of cordage the National Cordage a, 4 © 
“Company could both exert a monopolistic influence on prices \/ a i 
and also secure great profits from the economies of large-scale\’ § * 
production... . cW 4 4 
and _tr onopoly seemed too extravagant in T The 4 3 Maye 

first “‘ boom’ period of consolidation was at its height andin™ \ 


sympathy with it the Directors sought to acquire the actual | 
ownership of the mills previously held through leases. _As th f 


unusually large dur imes of the year 


Extensions in the direction of purchasing real estate could be 
financed, therefore, only through the increase of capital liabilities. 
All these changes were alone possible through an increase in the 
capitalization of the National Cordage Company and an extension 
of its credit beyond that of the local bankers and note-brokers. Lar 


—tn_the-summer—of 180 the Capit’ Stock ot te Sate OA iF 
of which two-thirds was common Bick and the Bee Te 
eight per cent cumulative preferred stock. This latter was. 
offered to the public! by August Belmont and Company | 


1 The public did not subscribe to the preferred stock to the extent that was 
expected. The Directors of the Cordage Company were compelled to take back 
a large part of the issue. 


® 


' 


LM 
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Vermilye and Company in an extravagantly optimistic pro- 
spectus dated October 9, 1890.4 The common stock was divided 
about evenly among the original four companies and in addition 
_ some cash was paid. to each, from the proceeds of the sale of 
the preferred stock.2 With some of the money remaining from 
the sale of the preferred “stock the National Cordage Company 


4 purchased ‘outright the. ten small mills which it already held 


yy 


ME og 


under lease or option. 

The actual value of these fourteen mills, as operating plants, 
can be estimated by indirect evidence. In the banker’s adver- 
tisements, it was said that ‘‘ the value of the assets,” of the 
National Cordage Company inventoried August, 1890, ‘‘ exclu- 
sive of the proceeds of the $5,000,000 preferred stock to be 
issued,-Is | $12,000,000 and upwards, over and above all liabili- 
ties. */ We cHeretoue assume that the valuation of the pro- 


. moters and bankers, whose judgment we have already quoted, 


placed an actual value of $17,000,000 on the fourteen mills, 
and all the quick assets then owned, or presently to be acquired 
by the National Cordage Company. The capacity of thes 
fourteen mills was 3,936 spindles. Excellent modern mill 


x could have been erected at the time for $500 per spindle. Th 
_ working capital necessary to operate them would represen 


another $500 per spindle. Conservative figures would plac 


1 Advertisement and announcement in 51 Chron. 491, October 11, 1890. 

? For example, the Elizabethport Cordage Company received $2,397,300 in 
National Cordage Company common stock, and approximately $500,000 in cash. 
Balch »v. National Cordage Company. Testimony of J. M. Waterbury before 
Commissioner C. N. Williams, October 17, 1892. 

(3 Prospectus of Belmont and Vermilye, October 9, 1890, p. 3. Quoted also in 
52 Chron. 279, and in Listing Application to New York Stock Exchange. The in- 
ventory was made by President Waterbury, the Secretary and three members of 
the Board of Directors. Why a banking house of the standing either one of these 
possessed consented to lend its name to the marketing of a stock-of such unknown 
value is indeed a mystery. Nor indeed were the bankers guarded in their direct 
assertions. They state the results of the plant appraisals as based on affidavits 
“satisfactory to them.” ‘The striking difference in tone between this early 
circular and the prospectuses now published by bankers is deserving of note. 

* Figures taken from writer in New York World, quoted 54 Chron. 34; January 
2, 1892. From other evidence the present writer believes this estimate reliable. 
Supra, p. 120. 
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~ the 1 reproduction. cost at $1,000 per r spindle, including fixed and © { hs 
current assets. The actual value of the property of g going ”’ au fe had 
mills of the most modern construction with a capacity of say 4 od! 

~ 4;000~spindles, a half to two- thirds of which spun only binder i. en 
twine, would not exceed $5,000,000.. Mr. J. M. Waterbury, Pp le 6.8 
~ the first President of the National Cordage Company, admitted, ¢ fibad 
in his testimony before The Industrial Commission, that the ,..;..°¢°" 
$5,000,000 of preferred stock “ had some good-will in there.@27 osama 
Considering the antiquated character of some of the mills, 

and the considerable volume of current liabilities,.it would be 

liberal to estimate the value of the e property owned or soon to 


Pree rte 


be acquired by | the National Cordage ‘Company, together with ay pores 


| 
es 


the proceeds of the sale of the preferred stock yet unexpended, ,... «.« ( 


as $4,000,000. 3 Against this property stood a capitalization of 0 6t 
$15,000,000 upon which the Directors sought, — and succeeded 


for a while, —in paying eight per cent on $5,000,000 of pre-\ Te a0 oC 

ferred stock and twelve per cent on $10,000,000 of common Po CAMS 
Practame | his: ‘represented an Seal charge of $1, 200,000 on\ 
assets worth less than $4,000,000, — over thirty, percent. And |/'¥ 
such was the belief in the seinomieeton be secured by consolida- sv 77 ) 

1 These figures were checked by the writer according to three independent ae peed 
of reasoning: {2 gninions expressed by cordage men; (2) cost accounts of ‘‘ rep- 
resen Za (ayethe nancial rating of (a) rerainiane mills, and (b) 
nine of the Serene that entered the combination. 

"Mr. Grimwood testified before the Industrial Commission in 1go1, that the cost 
of erecting a soo spindle mill was then $500,000 and that the working capital would 
be $250,000 more. XIII R. J. C. 113. This referred to a cordage mill, which is 
far more expensive than a twine mill, and a very large part of these mills then owned 
by the National Cordage Company were equipped only for binder twine. Besides, in 
1890 construction costs were less than in 1901, and the machinery was built 
according to less expensive patterns. 

2 XVII R. J. C. 129. 

3 This estimate of $4,000,000 for the actual assets of the Company is amply 
latge. Of the fourteen mills, two were immediately dismantled. All of the smaller 
mills had been acquired at inflated values. The net quick assets, which are con- 
siderable with any manufacturing mill, were largely offset by bank loans. The 
current assets had been much depleted by unfortunate speculations in hemp. From 
various indirect lines of evidence, the writer feels that $3,200,000 would represent 
a truer valuation of the mill property and cash assets. He prefers, however, to 
use the larger figure, to avoid any possible undervaluation of the Company’s 


assets. 


‘ 


124 PROMOTIONS AND REORGANIZATIONS 


. tion, that the market price of the common stock reached_$140.a._ 
share in less than two years. 
* eines OE 


The purposes of the enlarged activity of the National Cordage 
Company, aside from the change from the,trust to the corpora- ‘ 
tion, were to force the stock of the Company into the hands of 


‘» the public on the one hand and ne other hand to exter 


“the first object by means of a ‘ 


the business” so thatthe” Company ‘might acquire a nominal 4 
control over the industry. Thé Directors sought to obtain 
stock pool.” The preferred 
stock had already been put on the market by bankers. The 
common stock was divided about, equally among the four 
original cordage concerns. It was then igned in February, 
1891, to L. Waterbury and Company, the largest of the-cordage 
companies, under what amounted to a trust sean the 
marketing of the stock directly through the New York Stock 
Exchangé.?, % Che iia 9 of this pool was placed in 
the hands a Keene,’ and several New York bankers 
became directly mates in the success of the pool. While 
Keene was making a market for the common stock on the Ex- 
change the National Cordage Company’s directors for whom, 
indirectly, he was acting, agreed not to sell any of their personal ; 
holdings not assigned to L. Waterbury and Company under 
the pooling agreement. As a result of Keene’s activities and the 
subsequent financial statements of the Company, the market 
price of the common stock was forced up from $73 a share in 
March, 1891, about the time the pool began its life, to $142 a 


1 For example, certificate for 2 3,878 shares of the National Cordage Company’s 
common stock, issued to the Elizabethport Cordage Company, February 24, 1891, 
was reassigned to L. Waterbury and Company on the same day, under the agree- 
ment. Balch ». National Cordage Company. Testimony before Commissioner 
C. N. Williams, October 17, 1892. 


? Mr. F. K. Sturgis, of the present banking firm of Strong, Sturgis and Company, 
served as the intermediary who attended to the details of the arrangement. Later, 
at the solicitation of the banking interests, he became President of the reorganized 

company. 


i It will be remembered that Keene was employed by the Morgan syndicate 


to market the United States Steel Corporation stock, some ten years later. He 


_ was also concerned with a speculative attempt to corner the United States Leathe 
~ Company’s common stock. 
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share in December, 1892. Early in 1893 the pool was liquidated 
and the profits divided. During this time the stocks of the 
Company were distributed among upwards of a thousand 
investors. 
The other object which the Directors of the National Cordage 
Company hoped to attain through an enlargement of their Cp prt 
Company was the actual control over the industry. To accom- : 


plish this end they became aggressive it in n three three directions. ae ey Mi add 
“sought to control the market on raw y hemp, they sought to 

control the manufacture of cordage-makins ng machinery, and 
“finally they so ney sought t. to buy 1 up all the competing cordage mills... 

é market price of hemp is subject to pronounced and rapid” i] Lie (4 (4% 
fluctuations. At the time the Company was formed, in 1887, dé ". t 
the price of manila hemp was about 73 cents per pound. It yy 
rose rapidly, reaching a maximum of 9 cents in the autumn of * 
the same year. From this maximum it fell to 68 cents the follow- itt [ Masa t. =e 
ing summer, and then rose rapidly again until, in the early ¢°~ °° 7 
spring of 1889, it reached 13 cents per pound, — the highest .. ~ j ei 
price until the time of the Spanish war. During 1889 and 1890 
it fluctuated wildly, frequently varying 3 or 4 cents in the course 
of a single month. In January, 1891, the price of hemp stood 
at nine cents from which figure it sank slowly, but steadily, until 


<i. 


the time of the failure of the National Company. This brief | | \ | 
summary shows the unsteady character of the hemp. market, i Ww 
an unsteadiness which | invited manipulation on the part ¢ of the! * ae 
officers of the N ational 1al Cordage ¢ Company.! ~ “When the co cordage ZN eg 


1 The following significant paragraph appeared in the New York Times, Sep- 
tember 3, 1887: — , 
“Mr. Marsh, the Treasurer of the company, yesterday said that it did not pose 

as a monopolist, but it had secured the whip hand of its competitors, and it pro-- 
posed to retain it as long as possible. ‘Something had to be done,’ said he, ‘ the 
quantity of machinery in existence was far in excess of the demand and there was. 
not use for all of it. Somebody had to quit, and we determined not to be the ones. 

; if we could help it —and I think we have succeeded. Neither do we propose to 
: pay any one for stopping. We have combined simply to reduce the cost of pro- 
duction to a minimum, and if any of our competitors are able to produce cheaper 
than we can now we will take a back seat and let them pick out the music. We do 
not propose to make excessive prices, but expect to make our profit in decreasing 
the cost of production, One thing we are satisfied of — we have all the raw 


that these five concerns 


‘manila hemp, unless that house in turn agreed that they would, 


a. 
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consolidation was formed, it acquired control of practically all the 
“spot ” and “‘ nearby ” hemp.!. The competitors had great diff- 

culty in securing their raw material? “and the SNS ones were 
forced into selling their plants to the * trust.” The National 
Company had practically a corner in hemp during the summer 
of 1887, and during the autumn and winter of 1888, but when 
it temporarily withdrew its artificial support in the spring of 
1888, the Company lost heavily on the whole transacation. Mr. 
Marsh, the Treasurer, had anticipated that the heavy purchases 
of the Company would maintain the price. : to see 
that this would require the Company to absorb the entire 
“supply. of hemp and sisal at a level of prices which would so 
increase the cost of cordage as to curtail the demand and ‘there- 
fore defeat the very end the Company. had in view. The first 
unsuccessful experience was not sufficient, and when the prices 
of raw hemp and sisal fell to low levels in the autumn of 1888, 
the Company tried again to artificially fix the price. Again 
it was unsuccessful and suffered severe losses. While engaged 
in this manipulation the Company sought to strengthen its 
position in the raw hemp market by means of agreements with 
jobbers. The Directors of the Company induced the five firms 
,in Manila, that completely dominated the raw hemp market, | 
to agree not to sell to any American manufacturer except the) 
National Cordage Company. The contract also stipulated) 
“would not sell any house in England 


not sell to anyone in this country except at an advance of over. 
half a cent a pound above the price we (National Cordage Com- 


material, and I can’t really see how other people are going to manufacture Cordage 
without Sisal or Manila.’ When asked how prices had been affected by the com- 
bination he replied that some prices would be a little higher in sympathy with the 
rise in the prices of the raw material, but those prices were abnormally high just 
now, and he added with a twinkle of satisfaction in his eyes, ‘ There is no immediate 
prospect of a tumble in the price of either.’ ” 

1 In the case of certain small manufacturers who happened to have considerable 
supplies of raw hemp and rope, the National took them off their hands at inflated 
prices. 

* William W. Fitler testified before the Industrial Commission of the difficulty 
in securing hemp during these years. XIII R. J.C. 147. 
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“name of “ the National Syndicate,” and its aceoungs were re- 


corded in “a small black book without a name,” ¥ elsewhere .. 
alluded to as “ the private ledger.” These speculative transac-/ 


tions were undertaken at the instigation of certain of the Direc- 
tors, and the losses sustained by the National Cordage Company, 


back to the Company by the Directors.‘_./There is additional 
evidence to show that the Company embarked on other spec- 
ulations in hemp in the early part of 1892 and in the autumn 
endeavored, unsuccessfully, to obtain a corner in the raw sisal 
market.5 In all these transactions it suffered severe losses, 
and there is no evidence to show that the Directors who were 
responsible for the losses reimbursed the treasury of the Com- 


1 J. M. Waterbury, XIII R. J. C. 131. 

2 English jobbers were advised that the contract could not be enforced in com- 
mon law. 

3 Affidavit of Ernest B. Balch, on motion for further examination of books of 
National Cordage Company. Heard before Chancellor McGill, July 24, 1893. 
The following very pertinent passage occurs in the Report of the Reorganization 
Committee, — “The Committee find, on examination of the accounts, that prior 
to October, 1891, sundry operations in merchandise, of a more or less speculative 
character, and not likely to occur again, were made, which resulted in loss to the 
Company.” Reorganization Committee Report, June 15, 1893. 

4 Contract between National Cordage Company and the National Syndicate, 
dated October 31, 1891. The return of the losses is directly referred to in an entry 
in the National Cordage Company’s principal ledger. ‘‘ Loss assumed by the 
National Syndicate, in accordance with terms of contract, dated October 31, 1891, 
and a resolution of the Board of the same date.” This transaction is also alluded 
to by the Reorganization Committee in their report of June 15, 1893. 

5 Letter from Dr. A. M. Cole, Akron, Ohio, May 5, 1803. 
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pany. Briefly then, beginning soon after the incorporation 
of the Company i in 1887 down to its failure in 1893, the Com- 
pany had sustained only Josses in its speculations in raw 
py ee 


Sa DOS ge 


| material. 


To establish a virtual monopoly in the manufacture of cordage 
the National Company entered into contracts and agreements 
with various cordage machinery makers in the United States 
and in England. The contracts amounted to an agreement on 
the part of the National Company to pay the machinery men 
large sums each year, in return for which they agreed not to 
sell cordage machinery to the competitors of the Company. The 
most considerable contract of this kind was executed with one 
John Good, especially known in the industry as the inventor 
of the “fast and slow gill chain”? machinery for laying hemp. 
Good had been a machinist in the employ of the Tucker and 
Carter Company at the time he was working on the invention. 
Subsequently he started to manufacture his patented machinery, 
and in addition built a rope mill where it was used. This mill 
was the largest competitor of the National Cordage Company 
in New York City.!. An agreement was entered into between 
the National and the Good Companies whereby the former 
agreed to pay the latter a sum of $200,000 each year, in con- 
sideration of which the Good Company agreed not to operate 
its cordage mill, not to sell any of its patented machinery to any 
of the National Company’s competitors and finally to stop all 
infringements on its patented machinery.2. A similar exclusive 
agreement was made with other manufacturers of cordage ma- 
chinery, notably W. C. Boone, Jr., who, with his father and 
grandfather, had manufactured rope laying machinery for over 
fifty years. 

The most extensive and far reaching undertaking which the 
officers of the National Cordage Company took upon themselves 
was the acquisition or control of competitive rope and twine 

? Balch v. National Cordage Company. Testimony of J. M. Waterbury. 

* Good also gave the Cordage Company an option on his entire machinery 
and cordage business. The option called for the payment of “several millions.” 


Current rumors stated the amount as $7,000,000. Contract between Good and 
National Cordage Company dated November 2, 1891. 
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mills1/ In pursuit of this end the Company adopted three 
different courses. After paying for the ten mills acquired before 
the autumn of 1890 with the proceeds of the preferred stock 
issue, the Company had not enough money in its treasury to 
purchase numerous other mills outright. At first the Directors 
followed the plan of buying the equity in mills, giving to the 
sellers a mortgage for a large part of the purchase price? The 
second method of acquisition was by means of a finance company. 
During 1891, the National Cordage Company acquired many 
mills of varying capacities. Eight.3 vot these were taken over by 
the Security Corporation at high valuations’ This Company 
acquired the cash to pay for these mills through the issue of 
$6,000,000 of bonds, and then leased them to the National 
Cordage Company in consideration of an annual rental of 
$360,000, and an annual sinking fund payment of $225,000. 
The National Cordage Company guaranteed the payment of 
the interest and the principal of these bonds. The rental took 


President Waterbury used to call these expenditures “ buying competition.” 
Fic was s prepared for the purpose, with wooden painted 


~shafting ar and nicely painted, od, but. ; useless 1 machinery. It might have. cost. $5,000 to 
prepare e the hoax; tl eg the officers of the National Cordage Company ‘paid $180, 000 forit. 
(Authority of conversation with an old member of the National Cordage Company). 

2 Testimony of J. M: Waterbury, XIII R.J.C.130. Also stated by Secretary 


Marsh, 53 Chron. 325. Clearly shown, also, in the revelations at time of failure, 


in 1893. 

® Boston, Standard, New Bedford, Laurence, Middletown, Chicago, Ohio, and 
American (Field). Reorganization Circular No. 2, November 20, 1893. First wy 
public announcement of this finance corporation, 53 Chron. 713. i af te 


4 There seems little doubt but that these “ Security mills” were little more than 
“ cats tails,” as Forbes expressed the Burlington branches built for the purpose of 7a WY ay 
being bought up. The Standard and Boston mills had been established by a fr ict f t 
prominent Boston manufacturer. Some time before they were acquired by the~ # A os ta 
Security Corporation, they were united under one corporation with a capitaliza- }» aire 
tion of $1,500,000. The Directors of the National paid (judging from estimates) »* = | 
of men connected with the two companies at the time) two or three times what the a oe 
mills were worth at a liberal valuation. Part of the purchase money was in the £ 
common stock of the National Cordage Company. Whether this common ea | 
was acquired through the Keene “ pool” or from the cordage interests who origi- 
nally received it, does not seem clear from the evidence at hand. Altogether the 
equity of these security corporation mills was estimated by the Receivers of the 
Company, less than two years later, at $163,447, the mere value of machinery, as 
second hand equipment. The cost of these properties had been oveg four million 
dollars. (Summary of Receivers’ valuation in 57 Chron. 764.) 
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care of the interest, and the sinking fund would retire them 
at maturity. In this way the National secured the nominal 
ownership and, actual control of the mills, without issuing its 
own securities.! ) Yet, relieved of its form, the existence of the 
Security Corporation involved nothing more than a device 
whereby the National Cordage Company could issue bonds 
without disobeying its contract with its own preferred stock- 
holders which provided that the Company should incur no bonded 
liability.” Itis indeed surprising that the preferred stockholders 
and the bankers who offered the preferred stock to the public 
“did not attempt to prevent this method of financing. Some 
of the preferred stockholders actually did object to the plan 
on the ground that it impaired the strength of their security? 


The third method of acquiring control of the mills was through 


price agreements and stock ownership. The former device 
was pursued with the John Good Company’s cordage mill in 
New York, as previously stated, and with Fitler and Company 
in Philadelphia. In the cases of corporations not amenable 


? Further particulars of this financing were something as follows: The Security 
Corporation was organized under New Jersey laws, for the express purpose of tak- 
ing title to the additional smaller mills. It Jeased these mills to the National Cor- 
dage Company for a term of twenty years, from November 1, 1891. The stock 
was held in the treasury of the National Company and by its officials. For the 
payment of the mills, the Security Company issued $6,000,000 six per cent First 
Consolidated Mortgage Gold bonds, due November 1, 1gi1, secured by mortgage 
to the Manhattan Trust Company covering the mills and the benefits of the lease. 
These bonds were guaranteed principal and interest by the National Cordage Com- 
pany. Of the six million dollars of bonds, $1,790,000 were reserved to retire prior 
liens, and the remainder $4,210,000 were listed on the New York Stock Exchange. 
(See 54 Chron. 643.) An attempt was made through one B. L. Smyth and Com- 
pany to advertise and sell these bonds to the public. Few of them, however, got 
out into the hands of the public. Nearly all were carried by the cordage men, on 
a twenty-five per cent margin, with New York bankers. 

2 “ The creation of any bonded debt, except with the consent of holders of record 
of at least eighty per cent of the preferred stock is prohibited by by-law.” Listing 
Application, New York Stock Exchange; Summary in 52 Chron. 279, February 
14, 1891. 

* “As I understand the matter, the Security Company’s bonds have added to 
the liabilities of the National something like $6,000,000 in addition to its fifteen 
millions of stock.” Balch v. National Cordage Company. Testimony of E. B. 
Balch, September 26, 1892. 

4 A trade agreement was probably consummated with Fitler and Company, of 
Philadelphia, who operated a 600 spindle mill, of modern construction. Such an 


THE NATIONAL CORDAGE COMPANY 131 


to such trade agreements, the men in control of the National 
Cordage Company sought to acquire a controlling stock interest. 
Large blocks of stock iE e Plymouth Cordage Company 
were acquired in this way. By these various means? the Na- 
tional Company increased its control of the cordage production 


from forty per cent of the country’s output in October, 1890, © 


to eighty per cent by December, 1891. “Through agreements 
with rival manufacturers, its actual control amounted, in January, 
1892, to ninety per cent of the output*of all the rope and cordage 
mills of the country.* 


agreement is asserted in 54 Chron. 34, January 2, 1892, and in Mr. J. G. Taylor’s 
testimony, although denied by William W. Fitler. XIII R. J. C. 147, 163. The 
two companies worked in harmony with each other from the first. All evidence, 
other than that noted above, indicates that at least a gentlemen’s agreement existed 
between the two companies. 

1 The Cordage Directors, in their own interest and in the interest of the Com- 
pany, had secured almost a majority. This was carried for them by a Boston 
banker on a twenty-five per cent margin. A large part of the Plymouth stock 
had been acquired through the estates owning the New Bedford Cordage Company 
when the latter was bought. It was deemed very important to secure the control 
of the Plymouth, as Waterbury understood from Drexel, Morgan & Company that 
they would back the consolidation in that event. 

2 Those concerns it could not control The National Cordage Company sought 
_ toruin. One exampleillustrates their method. There was at that time a successful 
cordage jobbing and manufacturing concern by the name of Travers Brothers 


Company. It also conducted a hammock manufactory on Fifty-Second St., 


New York City. When the officers of the National found it impossible to buy the 
Travers business, they established a hammock factory one block away and sought 
to induce the Travers employees to take work in the new establishment. They also 
started the manufacture of cotton twine specialties in direct competition with 
similar products made by the Travers Brothers. 

3 These estimates are based on the assumption that the mills of the country had 


altogether a capacity of 10,000 spindles. 
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Spindles 
equirediin £387) anise sales sa cen Desh ee visjsiess isis ele oso 2,800 
Acquired before Oct. 1800 ......sereeseee reer eee ee ensene 1,136 
Acquired between Oct. 1890 and Dec. 1892 .......-.+4+-++5 4,050 
Number directly controlled .........0cccsseeeenececeeeeees 7,086 
Controlled through agreements (approx.) .........--..00005 I,000 
Approximate control ........+s.eseeeeseune ees seeeeeeenes 8,986 


This information was obtained from the Commercial and Financial Chronicle, 
quoting the New York World, 54 Chron. 34, January 2, 1892. Other evidence 
obtainable by the present writer indicates the essential correctness of these esti- 


mates. 
4 In September, 1891, the Secretary of the National Cordage Company made 
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At first, the financial condition of the National Cordage 
Company seemed to foretell unusual success. In the statement 
for the business of the first year of the consolidated Company, 
ending October 31, 1891, the report showed a book surplus of 
over_ $3,000,000, and a profit on operations for the year amount- 


in 406,313.45. \\ Out of this, eight per cent was paid 


on the $5,000,000 of preferred stock, and nine per cent on the 
10,000,000 of common stock. In the meantime the stock 
SN Se SS SS ae 


pool under the able management of Keene had secured a wide 
market for the stock of the Company. It became the e leading 
industrial security dealt in on the New York § Stock | Exchangé. 


Some time during the autumn of 1892, a prominent member 


of the New York Stock Exchange said to President Waterbury,! 
“Your stock is selling too high,’ meaning that, for speculative 


purposes, it would be better to have the stock selling at $70 a. 


share rather than $140, even though the capitalization had to be 
doubled. This was especially important as the Keene pool 
was about to be liquidated and a new pool formed. It was 
essential for the success of the second pool that the prices of the 
stock should be well maintained. Accordingly President Water- 
bury presented the idea to the Board of Directors, who decided 
to issue, in January, 1893, a.one hundred per cent stock dividend. 

The book value of the subsidiary plants was marked up to cor- 
respond with the inflation of the capital assets. The common 
stock was increased from $10,000,000 to $20, 000,000, At 
the time, the Directors stated that the new issue was to be given 
stockholders “ to represent about $11,000,000 of assets acquired 
by the Company since its formation, and which it is the policy 
of the Company to hold intact.” Simultaneously the Com- 
pany stated it would be its policy “ at the end of the first fiscal 
quarter after the distribution of the new stock,” to declare 
dividends equivalent to ten per cent on the preferred and seven 
per cent on the new ‘common stocks. _ Following this state- 
the following statement, “The National Cordage Company is thus nearing the 
goal that it originally set out to reach, namely the acquisition of all the mills in the 
country.” 53 Chron. 325, September 5, 1801. 


? As the man is now prominent, the name is withheld, at the request of Mr. 
J. M. Waterbury. 
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ment came the publication of the second annual income ac- 


count for the year ending October 31, 1892, showing a net profit 


of $2,710,749, out of which $1,367,063 was carried to surplus 5” 
after_the payment of the full dividends on both classes of 
stock.! 

The maximum influence of the National Cordage Company 
was probably attained in the spring of 1892. At that time its 
position was dominant in the market both for raw hemp and 
manufactured cordage. Nothing had occurred to undermine 
this position. But in the summer and autumn of 1892 the props 

_ began to slip. The Good d patents for the “fast and slow gill \, : 
chains,” upon the basis of which Good had entered into his” ’ Z 

—sonaralctic aezcem: polistic agreement with the National. Cordage Company, ern 
were decided not original sens the courts, another manufacturer 

pone g¢ brought to > light : an “English patent of previous date... 
Accordingly in May, 1892, the National Company broke off2. 
its contract with Good and the latter established a new corpora- 
tion, backed by men closely allied with the First National Bank 
in Brooklyn. On On October 31, 1892, _ W. C. Boone, Jr., the other 
prominent manufacturer of rope laying 1 machinery, severed his 
exclusive contract with the National Cordage Company. Other 
manufacturers of machinery with whom the Company had an 
understanding or agreement followed suit. 

The weakest point of the combination was its inability to 
control new competition. As rapidly as the officials of the 


Company. would “ buy up..’. the, competing mills, the old owners 
either in their own name or as representatives of others, would 
_start_to.build.new. mills. This process is admirably illustrated 
by the experience of the National Cordage Company in the 
Ohio field. The details are worth recording as indicating 
the inherent difficulty of acquiring a monopoly of production 
in an industry where economic conditions favor free competition. 


In the middle of 1891 the National Cordage Company acquired 
the Miamisburg Binder Twine and Cordage Company of Miamis- 


1 56 Chron. 247. 
2 Good tried to make out that the cancellation of the agreement was due to 
him. (Interview, New York World, April 27, 1892.) 
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burg, Ohio, at the fictitious valuation of $185,000. The Miamis- 
burg Company had been selling binder twine to an agricultural 


A implement firm by the name of Hoover and Gamble. In Novem- 
ber, 1891, Hoover and Gamble organized the Miamisburg 


Cordage Company to manufacture binder twine, and engaged 
the mill superintendent of the old Miamisburg Binder Twine 
and Cordage Company. LEarly in 1892 the National Cordage 
Company, through a subsidiary, acquired the second Miamis- 
burg Company from the Hoover and Gamble interests for 
$130,000. This was equally exorbitant. In May, 1892, some 
of the old stockholders of the two companies organized the 
Miamisburg Twine and Cordage Company, and with the pro- 
ceeds secured from the sales of their stocks to the National 
Cordage Company built a new mill with which they began to 
compete with the National Cordage Company in the binder 
twine branch of the industry. At the same time the Hoover 
and Gamble interests added the manufacture of rope and cordage 
machinery to their harvesting implement business, prompted 
by the difficulty independent twine manufacturers were having 
in obtaining equipment. To attend to this part of their business 
they employed the two executive officers of another cordage 
mill previously acquired by the National. At the same time 
the Hoover and Gamble interests formed the Northwestern 
Cordage Company, which built a larger binder twine mill in 
St. Paul. This experience in Miamisburg was by no means 
exceptional. The purchase of the Sewall and Day mill in 
Boston for $800,000 merely stimulated the formation of the 
Ludlow Cordage Company, by several of its large stockholders. 
The purchase of the Suffolk Cordage Company merely prompted 
its President to build a mill in Newburyport, ostensibly for 
his son. Agreements not to engage in the cordage business 
were broken by the simplest subterfuges, so that instead of 
acquiring control of competitors the National Cordage Company 
found that its policy actually resulted in stimulating competi- 
tion. By the middle of November, 1892 at least ten new cordage 


* Property estimated by one local correspondent, May 10, 1893, at $25,000. 
Letter of Chas. E. Kinder, VI Cordage Trade Journal, 260. 
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mills in as many different localities, had been finished or were 
being built. 

In the winter of 1892 and spring of 1893, in the face of increas- 
ing competition, the National Cordage Company manufactured 
very large quantities of binder twine and something more than 
the normal production of rope.” In April _1893,.. the. Company 
was _ stocked, with over. fifty..million..pounds.of binder twine 
and rope, representing an actual cost of between $5,000,000 and 
$6,000,000. Against this heavy item of quick assets, the Com- 
pany had borrowed upwards. of $5,000,000, from. New York 
an _ New, England banks. . These loans were in the form of 

“demand loans and short term commercial paper. At this 
juncture came the Reading receivership, and the acute stage 
controversy. Some of the bankers notified 
vordage Company that the merchandise loans 
would not be renewed to the same extent and the note-brokers 
recommended a contraction in the Company’s borrowings. 
During the last of April, 1893, business and financial conditions 
were far from satisfactory. Conditions abroad were unsteady 
and the failure of the National Bank of Australasia and the 
doubt concerning the outcome of our own currency legislation 
caused an uneasy feeling in the London market. Our rates 
of foreign exchange were very high and gold was steadily ex- 
ported. Prompted by the rapid depletion in the Treasury’s 
stock of gold, rumors were circulated in the newspapers that 
Secretary Carlisle contemplated the redemption of treasury 
notes in silver. These rumors produced such a bad effect 
that President Cleveland on the evening of April 23, authorized 
the emphatic denial of their truth. Yet the plight into which 
the Treasury had fallen through the steady exportation of gold 
and the equally steady purchase of silver called for immediate 


1 Auburn, N. Y.; Beverly, N. J.; Miamisburg, O.; Ludlow and Newburyport, 
Mass.; St. Paul, Minn.; and four new mills in Canada. 

2 The production of the subsidiary mills of the National Cordage Company, 
both rope and binder twine: — 


WeAM@HGINE OCLODED AI TSOO Ms thie liscise dt sistole cle retecals/slsieiel sleicleleiels » . 43,411,725 pounds 
BSS Es oy ec statet aeate at eacace, Wins iialiast, wish anes egia Greg aie 74,704,835 
SLE near re ania ore arse rly Bien SOC CR not uci 130,315,156 
SreNNONCHS TENGING A IIa Oj LOB wie > wraisialeisleieloly’s (chee /elais ois]o0/s\ sisjale)els 80,757,197 
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and drastic action. Secretary Carlisle proposed that the New 
York banks should lend the Treasury $50,000,000 in gold. The 
expectation of some such action caused a severe contraction 
in mercantile credits during the last days of the month. Call 
money fluctuated violently between three and forty per cent. 

At the close of the Stock Market on Friday, April 28, the 
National Cordage Company’s stocks were strong with the 
preferred stock at $103.75 and the common stock at $61 a share." 
In the presence of their rapidly maturing mercantile loans 
and commercial paper, and the unsettled condition of the money 
market, the Directors at a meeting held on Saturday, April 29, 
decided to issue $2,500,000 preferred stock to the stockholders 
at par. They gave as an excuse the seasonal character of the 
business, and the fact that the Company considered _it unwise 
to depend on “ temporary accommodation in the money mar- 
ket.”’2 This.move, which might have been conservative and 
wise if made months before, came at a time when the financial 
‘pulse was sensitive to the slightest irregularity. The fact that 
the Company had issued a stock dividend in January, and that 
its statements had indicated large earning power and a liberal 
surplus, served only to accentuate the doubt and uncertainty. 
Yet the Directors believed that they had gained the confidence 
of the public and that they could easily secure subscription 
to the preferred stock, the market price of which was above 
par. In this assumption they were mistaken, nor had they made 
adequate provisions to protect their stocks in case the news 
of the new issue should, as they might have expected, lead to 
short sales. When the old Keene pool was liquidated in the 
winter, a new pool had been formed in which certain of the Direc- 
tors had the most substantial interests. This second pool _had 


1 The new stock, after the declaration of the one hundred per cent stock divi- 
dend, referred to earlier. Supra, p. 132. 

2 Official statement in the Sunday papers of April 30, 1893. Mr. Waterbury 
stated that the preferred stock subscription was adopted on the advice of banking 
interests, consisting of J. H. Wright, of Drexel, Morgan & Co., Brayton Ives, of 
the Western National Bank and Geo. G. Williams of the Chemical National Bank. 
“These men thought that the issue could be made in safety. Theyadvocated it 
warmly.” Interview with J. M. Waterbury, New York Herald, May 5, 1893. 
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nothing like the financial strength of the Keene pool. So that 
when on Monday, May 1, the “ bears ” fell upon the securities 
of the National Cordage Company there were no strong banking 
interests to protect them.!, The Directors did what they could, 
but without much avail. The common stock fell to under $50 
a share and the preferred to less than par. It was clear that, 
unless the preferred stock could be better supported, the new 
stock subscription would prove a failure. Accordingly the 
Directors issued another statement, published in the morning 
papers of Tuesday, May 2d, intended to reassure the stockholders. 
It was pointed out, on false grounds as it appeared later, that 
the Company had upwards of $4,000,000 in cash working capital 
and that the surplus of the current year, together with the pro- 
ceeds of the new preferred stock issue, would bring the amount 
to $7,000,000.3 During the day the pressure on the Cordage 
Company’s stocks was distinctly less, but on Wednesday it was 
again renewed. ‘The common stock fell precipitously from $50 
to $36 and the preferred from $98 to $83. Clearly the new 
stock issue was.a failure; nobody would subscribe at par for a 
stock possessing a market value of only $83. And in addition 
“the rapid decline in the Company’s securities had already done 
untold harm to its credit. 

On Thursday, May 4, the seriousness of the Company’s 
condition was thoroughly recognized. The officers were power- 
less to withstand the pressure which confronted them on all 
sides. _'The.collapse had come suddenly and they were unpre- 
pared to meet it. Before the end of the week upwards of 


1 The raid was probably helped by Keene himself. There were very substan- 
tial rumors to the effect that the operator had taken the short side of the market 
since the dissolution of the first pool. At all events he had ceased to codperate 
with President Waterbury in supporting the Cordage Company’s securities, owing 
possibly to the belief that one of the Directors had been false to his contract and 
had sold some of his own stock outside of the pool. 

2 J. M. Waterbury told the present writer that he supported the common stock 
down to fifty dollars a share. 

3 The New York Journal of Finance, May 2, 1893. 

4 The President and the Treasurer alone of the officers kept in close touch with 
the financial side of the Company’s affairs; they were the only ones of the Directors 
who knew of the precarious condition into which the finances of the National Cord- 
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$561,000 in notes would mature * and. subsequent..examination 
of the accounts “showed that the Company was carrying less 
~ than $100,000 in cash balances at the banks. Liquidation was 
renewed in the Company’s stocks and neither the Directors 
nor the managers of their pool offered any support. The com- 
mon stock opened at $37 and declined in a few minutes to $28. 
It finally reached $18.75. The preferred stock opened at $78 
and declined to $65.2. Three stock exchange firms collapsed 
during the day, all attributing their troubles to ‘the inabilit ity 
__of Mr. Waterbury to respond to calls for more margin on the 
~ National Cordage Company’s stocks carried on account of the ~ 
pool or for him individually. One of these firms had been acting 
directly for the pool, and after its failure 2,200 shares of the 
National Cordage Company’s stock was sold “ under the rule.” 


age Company had fallen. The acute stages were of sudden development. For 
example, a Director went south on Saturday, April 29, believing everything sound. 
Telephoned for on Monday, during Wednesday and Thursday he raised $1,100,000 
on his own notes in the hope of tiding over the crisis. In fact all the Directors had 
indorsed the Company’s paper, which shows their faith in its ultimate success. 

1 Bill of Complaint for appointment of Receivers for National Cordage Com- 
pany, presented to Chancellor McGill, May 4, 1893. 

2 The extreme fluctuations of the cordage stocks during the week may be seen 
from the following table (fractions omitted). Quotations of common are for the 
new stock, after the issue of the one hundred per cent dividend. 


April 29 May 1 May 2 May 3 May 4 May 5 

Common ...... 50-57 57-49 52-49 49-35 37-18 22-15 

Preferred ...... 102-101 IOI-99 100-89 98-83 78-65 57-45 
Sales in shares 

Common says. 8,460 39,950 13,900 23,690 IOI,200 32,250 

Preferred ...... 25 1,800 1,000 2,800 4,600 2,000 


8 Henry Allen and Company, — the firm who took care of the “ pool’s’’ account 
said: “ In the bad breaks in market values yesterday the margins of some important 
customers were exhausted, but as these customers were not only reputed to be 
solvent, but very rich men, the firm took care of their accounts, out of its own re- 
sources, on pledges from these customers that about $200,000 in cash would be paid 
back before a quarter past ten o’clock this morning. These promises were not 
kept.”” A member of the firm later said “among the customers who had failed 
to keep their promises was James M. Waterbury, President of the National Cor- 
dage Company.” (New York World, May 5, 1893.) 

Schuyler Walden, the second firm that failed, said (New York Sun), “ ‘TI had n’t 
the faintest idea that trouble was at hand. Mr. Waterbury had been very kind 
tome. This has come like a thunderclap. The banks began calling for additional 
margin on Cordage, and I naturally looked to Mr. Waterbury. I learned this morn- 
ing that he would n’t respond, and I had to go under.’ ”” 
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petitors, which was wholly acainst the interests o1 the corporas 


tion. opp 

bd. What were the two methods of attennting to control the nantes 2/2 
c. What were the four methods used in getting rid of competitors? 120(F 
‘sega 22.L€ the financial operations involved in the opera raves eens Manes 

oy Company with those involved in the Central Pennsylv-nia 
2 Sy ore mentioned on parte 29. Do you think the seourlty 
- ‘2 operations would have’ bean sustained in o court os equity? 
y 12, Pren2xve a snzenol 0: si de by cays of the events betwecn May, 1892 ma eper FUE « 


Py7 too Mey, 1293, ~iving exact days where possivle ‘ Bae 
13. Compare the cordage business with the starch and leather business 
im re-the aifficulty of obtaining & _mmonopot raw uaterials. Arex 
144, That were the causes of the panic of 18937" Plt a amtedt auth 
15 a. What woule have been the value theoretically of thengight:to su--” 
geribe to the 32500 stock decided to be. issued on Apr PINES, 1293. 
2, neometically was it a foresone conclusion that ‘04s ai se er 


sell below par? 


15, The receivership was the so-called "fricnacly veceiversi 


@riticize the ethics of the apvointment oF 2 vocsiver 


17. What/is the most important psychological lesson of the end 
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These events on the Stock Exchange made the condition of the 
Company even more precarious and late in the afternoon the 
Directors of the Company voted to authorize President Water- 
bury to prepare a Bill of Complaint praying for the appointment 
of Receivers. At half past ten in the evening Mr. Waterbury 
appeared at the house of Chancellor McGill at Jersey City 
and confessed default to a demand note of $50,000 presented 
by the National Park Bank. Receivers were appointed late 
in the night. “ Cordage has collapsed like a bursted.meteor.”’? 


1 Edward F. C. Young, President of the First National Bank of Jersey City, 
and G. Weaver Loper, appointed Receivers. The latter was Treasurer of the Na- 
tional Cordage Company. 

2 Editorial in ae and Financial Chronicle, May 6, 1893, 56 Chron. 728. 
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CHAPTER VI 


THE REORGANIZATIONS OF THE CORDAGE CONSOLIDATIONS 


Effect of the failure of the National Cordage Co., 140; first reorganization plan, 
142; modified plan, 145; organization of United States Cordage Company, 147; 
failure of United States Cordage Company, 152; plans of reorganization, 152; the 
Standard Rope and Twine Company, 154; the reorganization of the Standard Rope 
and Twine Company, — The Standard Cordage Company, 160; fundamental cause 
of disaster of the Cordage Consolidation, 162. 


CHRONOLOGICAL SUMMARY 


1893. Reorganization of the National Cordage Company. 

1894. United States Cordage Company begins business. 

1895. Failure of United States Cordage Company. 

1896. Business assumed by Standard Rope and Twine Company. 

1905. Failure and reorganization of Standard Rope and Twine Company. 
1912. Liquidation of Standard Cordage Company. 


Tue failure of the ‘“‘ cordage trust” dealt a severe blow to 
business confidence. Coming as the failure did, directly after 
the Reading receivership, when the banking community was 
greatly disturbed over the heavy floating debt of the Northern 
Pacific Railroad, and worst of all, when the whole country was 
in the throes of the free silver controversy, the cordage “ scandal ” 
was thrown into clear relief as a glaring example of unsound 
‘trust’ finance. Charles R. Flint testified that it “ discredited 
almost every industrial then existing.” + The Company had 
declared a hundred per cent stock dividend laté~ in January, 
and gone into the hands of receivers early in May. No financial 
methods quite like these had been known before, except perhaps 
the payment of the dividend on the preferred income bonds 
of the Philadelphia and Reading Railroad, on the eve of the 
receivership. But in the case of the Cordage Company the 


i XIII R. LC or 
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financial world was dealing with a totally unknown quantity, 
for the promotion of industrial combinations had but just begun. 
Every industrial security was tainted by the cordage collapse. 
Nothing seemed sound, nothing secure. General Electric 
stock fell from $84 to $58.a share during the day following 
the failures 1 even conservative railway issues, such as that 
of the Central of New Jersey, fluctuated from three to five 
points. 
The failure of the Cordage Company was all the more note- 
worthy, because it was the first disaster to befall a large industrial 
‘consolidation. During the later eighties and the early nineties 
occurred the first small wave of industrial promotions. Although 
small when compared with the fever of promotion a decade 
later, it had attracted wide attention throughout the country. 
The Sherman Act of 1890 was the climax of this movement, 
ST el osc ihate the deems nd The bree thus 
€ country cited the National Cordage Company as an example 
of wild promotions, and the iniquitous ways of Wall Street. 
Even financial circles were stunned. ‘They had had con- 
fidence in the Directors of the National Cordage Company, 
because the men were manufacturers thoroughly familiar with 
their business. They were, perhaps, the ablest men in the 
industry. Sound economic principles lay at the basis of the 
“administration of the plants and in the first years of its 
history, the four mills that went into the original trust were 
successful. When, however, two executives of the Company 
“became more interested in the market quotation of their stocks 
than in the wise administration of their cordage mills, the enter- 
prise was changed from a business to a speculation. Extension 
of control became a mania with the officers, and their ambition 
stifled their sound business judgment. They dreamed of an 
absolute monopoly of which they should be masters, and in 
the fever of conquest they lost the shrewdness of judgment 
which had enabled them to acquire their first success. As the 


1 So serious, indeed, did the condition appear that President C. A. Coffin 
of the General Electric Company issued an elaborate statement. (56 Chron. 


792.) 
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panic of 1893 approached, they were unprepared to meet it. The 
well organized business of two years before had changed, through 
the craze for extension, into an unwieldy and loose composite. 
The withdrawal of the bankers’ credit was merely the occasion, 
“not the cause, of the collapse. 

Recognizing the necessity of a quick reorganization of the 
National Cordage Company’s finances a Reorganization Com- 
mittee !.was arranged by the banking interests. A report was 
published under the date of June 15, 1893.2. In this report the 
members of the Reorganization Committee showed a lack of 
appreciation of the magnitude of the failure. ‘‘ Their examina- 
tion into the affairs of the Company led them to believe that the 
chief impediment to the financial success of this Company 
has been that of lack of adequate working capital. 2H) In other 
words the Committee in their first opinion attributed the failure 
of the Cordage Company to the exigencies of tightened credit. 
And in this presumption they were borne out by the report 
of the Accountants who found current assets equal to $10,500,000 
and the real estate account approximately $15,000,000 more, 
making the total assets well over $25,000,00 000." ') The debt 
was close to $12,000,000. It appeared, therefore, as if the 
Reorganization Committee would have no difficulty in placing 
the finances of the Company on a secure footing, by merely 
liquidating the current assets and funding some of the liabili- 
ties... The plan proposed was concerned entirely with a 


1 George C. Magoun of Baring, Magoun and Company, Ernst Thalmann of 
Ladenburg, Thalmann and Company, Gustav H. Gossler of G. Ainsinck and Com- 
pany. It was commonly believed that Thalmann did the real work of the reor- 
ganization. 


? Report actually circulated some time before; summary in 56 Chron. 973, June 
Io, 1893. 
3 Reorganization Committee Report, June 15, 1893, p. I. 

\4 she accountants, Deloitte, Dever, Griffiths and Company, reported, ‘“ We 
find the value of the Real Estate, Plant, Good Will, etc., as recorded on the Books 
of Account, to be $14,931,361.” (Letter of Deloitte, Dever, Griffiths and Company 
to Reorganization Committee, roth June, 1893.) On September 30, 1893, another 
accountant for the Receivers, Mr. Seaward, valued these same assets at $2,934,388. 
(Report of November 20, 1893.) 


“f 6 The following is a brief summary of the balance sheet as certified to by De- 


THE CORDAGE CONSOLIDATIONS 143 


readjustment of i debt of the Company in such a way as to 


relieve the tension, v The} proposition first advanced was simplé? ) 


The Company was to create collateral trust, first mortgage 
six per cent bonds tothe amount.of $6,000,000 for which the 


stockholders were asked to subscribe at eighty-five per cent. 


A cash assessment of $20 per share was levied on the preferred 
stock, and $10 a share on the common stock.‘ In return for 


loitte, Dever, Griffiths and Company on the basis of the National Cordage Com- 
pany’s books. (May 4, 1893): — 


ASSETS 
Pledged as 
Collateral Free Total 

Casneree es ceeeece wointiniccgS0un oo cos oaRompogoO00D5 Prasat $72,066 $72,066 
Customers’ and agencies’ open accounts ............eseeeeeeee $143,000 679,200 822,200 
NUD-COMPAHNVINOLES ee ETE ee Teale dates ceealewie be dueess 497,475 382,087 879,562 
(COMIN MOE) og conga sac5e hone 160d anddde TI DUROOUOHE OnE 16,500 126,776 143,276 
Miscellaneous contingent items .............0ccaccecccecccecs 65,102 65,102 
Balance:due from note-brokers: s2.¢ 1015.6. o:-0 9:0.c 10s vise syersie¥ «vie 138,596 138,596 
Inventories, — hemp, sisal, rope, and binder twine .............. 4,896,035 2,292,472 7,189,407 
Hemp at agencies and in transit Syetenerclatakrietstebete isi otnisisisistcietalareterers 331,139 331,139 
Bonds of controlled companies (mostly Security Corporation). .... 344,000 82,025 420,025 
Assets of individual mills, in excess of their individual liabilities. . 395,384 305,384 
Totaliquick’assets™.....«stere cerca cc stile cc ceicss tie re alee oe's.6 $5,897,910 $4,565,747 $10,463,657 

Book value of plant, good-will, etc. ($337,500 of this, payments 
account of Security Corporation) =..c.....0.00%%«00eeces rece 15,268,861 
otal nominal assets marciccc cece eee «6 8 iar ein010 $25,732,518 


Acceptances .. $1,200,724 
Collateraliloans| 7. . ccllee-.s1<10 JoDyboRmosoodouTaee - 5,596,706 
National Cordage Company’s single name paper . ji 597,010 
Openiaccopnts andicontracts!.\7.. cl. eee liee elie civin sete oo 3 957,004 
Notes and contingent liabilities of subsidiary mills 3,625,374 

EROtAlOMiCkslia DILItTeS mel mtetetalstel oleiol sie veber~ > ctalelalsinievavelacete ese 1s $11,986,418 

Excess of assets over liabilities ................0--0000e es $13,746,100 


In addition one should remember that there was a contingent liability of $6,000,- 
ooo on account of guarantee of Security Corporation’s bonds. And it afterward 
developed that there were underlying purchase money mortgages on some of the 
mills amounting to $1,385,000. 

1 The Reorganization Committee desired to achieve the following four purposes: 

1. To fund a part of floating debt. 

2. To induce stockholders to provide new working capital. 
3. Creation of new preferred stock. 

4. Acquisition of additional properties. 

2 Contained in first circular of the Reorganization Committee, June 15, 1893. 

3 Underwritten at 80. (56 Chron. 1015.) When the stockholders refused to 
subscribe, the underwriters were relieved of their responsibility. This seems to 
have been due to the exigencies of the panic of 1893. 

4 Those of the common stockholders who declined to pay the assessment might 
surrender fifty per cent of their holdings. (Reorganization Plan, June 15, 1893, 


article 2.) 
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these assessments, it was proposed to issue new preferred stock.* 
Had the full amount of cash been contributed by the stockholders, 
the corporation would have been supplied with $7,000,000 of 
new capital. This, with the money realized from the sale of 
the quick assets, would have put the finances of the Company, 
it was thought, in good form. 

Certain unforeseen circumstances, however, prevented the 
consummation of this plan. Most general, and perhaps most 
serious of these, was the continued depression of 1893. The 
banking community became thoroughly aroused over the mone- 
tary and financial situation; and the Receivers of the National 
Cordage Company were pressed for the immediate payment of 
the outstanding notes. Unfortunately for some of the creditors, 
certain of the notes were secured by direct liens on specific 
quantities of cordage, which the bankers forced on the market; 


_ and, in consequence, the price of both hemp and cordage fell 
»rapidly.2>, Orders were cancelled on account of the cumulative 


effect of the panic of 1893; creditors failed, so that what were 
considered perfectly good assets at the beginning of the year 
yielded but a small percentage of their face value’ On top of 
all these circumstances, certain revelations regarding the auditing 
methods of the Company tended to aggravate the feeling of 
uncertainty. ‘The first statement, made soon after the appoint- 
ment of Receivers, showed only the direct liabilities of the 
National Cordage Company. In due course of time, notes 
were presented for payment, uttered by. the subsidiary com- 
panies, or by the Directors themselves * which the National 


1 To effect this, the preferred issue was to be increased from $5,000,000 to 
$8,000,000. 

2 Much was made by contemporary competitors of what they called the “‘ bank- 
ers’ twine,” and the disturbance it created in the cordage market. The price, 
however, did fall to a low figure. Sisal hemp (largely used in binder twine) fell 
from 6§ cents in January, 1893, to 35 cents in August, 1893. Of course the price 
of the twine itself fell correspondingly. J. M. Waterbury testified before the 
Industrial Commission, “ binder twine which was worth, and would have sold, for 
about $6,000,000, sold for about $2,500,000.” (XIII R. I. C. 134.) 

3 Accounts worth $1,851,076 were estimated by the Reorganization Committee, 
November 20, 1893, to be worth only $600,000. 

* Intense feeling, and the most severe criticism were directed against the Presi- 
dent and the Treasurer, to whose lax methods and speculative propensities the 
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Cordage Company had endorsed, but which were not entered _~ 


A? 


on its books. The makers allowed these notes to go to protest, @4 ' 


and the liability fell back on the parent Company. | . These} “ 


\ unrecorded liabilities, and other claims not known to the re-- a 


ceivers, amounted to over $1,500,000. To make conditions 
worse, the Directors having charge of the loan transactions had 
apparently deceived the bankers. The management had assured 
the bankers that immense quantities of binder twine had actually , 


been sold and that the loans were against “bills receivable, pe 


not against inventoried merchandise the value of which was 
subject to a fluctuating market. Soon after the failure it de- 


veloped that many of these so-called sales were merely consign- > ‘ 


ments to the consumer and to the western intermediary. The 
very large profits, supposed to have been made on binder twine, 
were supposititious profits and should never have been treated 
as actually earned. The sale of these consignments after the 
failure resulted in heavy losses. _Furthermore, Mr Seaward, 
accountant for the Receivers, changed the fixed assets of the 
Company from $14,931,360 to $2,934,3882/on the basis of a 
forced and immediate sale. 

As these unlooked for revelations came to light one after 
another, uncertainty regarding the true standing of the Company 
increased. Recognizing that a drastic readjustment would be 
necessary, the Reorganization Committee published a second 
circular, in November, 1893. This provided that the secured 
debt should be paid through the sale of the pledged assets.‘ 


collapse was attributed. It should be said, however, that the Directors themselves 
had had faith i in the Company to the very end, and lost practically everything in 
‘the collapse. The strain upon them was terrible. 

1 “ A Jarge number of debts, upon which the Company was only contingently 
liable as endorser, and which, therefore, did not appear in the accounts as liabilities, 
and which were not expected to become liabilities, have become actual liabilities 
by the failure and default of the principal debtors.” Reorganization Committee 
Circular to Creditors, November 20, 1893. Published in full, 57 Chron. goo. 

2 Reorganization Committee Circular to Creditors, November 20, 1893. 

3 “ Upon the theory that the mills must be sold separately, at forced sale, upon 
a given date, without regard to the future use to be made of them.” Reorganiza- 
tion Committee Circular to Stockholders, November 20, 1893. 

‘4 The secured debt amounted to $3,495,978, for which was pledged merchandise 
appraised, September 30, 1893, at $4,100,489. 


“ 
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It also proposed that the claims of the unsecured creditors ! 
should be met by the payment of twenty-five per cent in cash, 
ten per cent in Trust Liquidation Certificates to be redeemed 
through the liquidation of the open accounts, and. sixty-five 
per cent in new bonds taken at their par value. The plan ee 
recommended to the creditors through a “‘ Bankers’ Committee,” 
and by the end of the year nearly all of them had assented.3/ 
For 
_ The new plan, reduced to its simplest terms, provided (a) ; 
the formation of a new ‘Company, to be called the United States 
Cordage Company, which should take over the assets of the Na- 
tional Company by a purchase of its property; (b) For. the 
issue Of $7,500,000, six per cent. first. mortgage. bonds. bythe 
new Company, which should be used to pay sixty-five per cent 
of the unsecured debt, and to refund $1,657,000 of underlying 
liens on the various mill properties. These bonds were secured 
by a mortgage on the mills and the intangible assets of the 
Company; (c) I For the issue of $6,000,000 “ guaranteed ” first 
preferred stock, to be “exchanged, at par,_ for the old Security 
Corporation’s six per cent mortgage bonds.*, Through the cancel- 
lation of these bonds, the Security Corporation was in a position 
to deed its eight mills to the new Company subject only to 
underlying mortgages of something less than $1,500,000; (d) For. 
the issue of new second preferred stock, amounting to $8,000,000. 
“Of this amount, $5,000,000 represented the preferred stock in 
the old Company, and $3,000,000 represented the cash assess- 
ments paid on the old stocks; (e) For the issue of about $875,581 

1 The unsecured debt amounted to $8,755,814, September 30, 1893. Later 
about $500,000 had to be added. 

2 George G. Williams, President, Chemical National Bank; George S. Coe, 
President, American Exchange National Bank; W. W. Sherman, President, Na- 
tional Bank of Commerce. 

3 December 23, 1893; $11,300,000 out of $12,750,000. 

4 Unsecured debt, September 30, 1893, $8,755,814; December 30, 1893, $9,300,- 
ooo (approximately). 57 Chron. 1083. Add, also, interest to date of settlement. 
The amount actually issued in the first instance was $6,076,000 which is sixty-five 
per cent of $9,348,000. (Listing Application, New York Stock Exchange, May 1, 
1894.) 

5 Most of these Security Corporation bonds were held by the cordage men and 


the agreement of virtually all the bondholders was obtained before the announce- 
ment of the plan. 


THE CORDAGE CONSOLIDATIONS 147 


of temporary “ Trust Liquidation Certificates’? which should 
be redeemed, as rapidly as possible, by the liquidation of the 
open accounts. 

The new capitalization can be seen at a glance from the table 
which appears on the following page. 

The tabular diagram shows that, as far as the issued capitali- 
zation is concerned, the new Company was more heavily burdened 
than the old, — $41,500,000 for the new over against $32,657,000 
for the old. It would seem, too, that the total charges had been 
increased from $850,000 to $1,450,000. Yet, if we take into 
consideration the outstanding debt, not funded, as we certainly 
must do in comparing the liabilities of the two companies, just 
the opposite result appears. The floating and permanent 
obligations were actually reduced, — $39,375,000 for the new, 
over against $45,157,000 for the old Company. In a word, 
the reorganization turned upon the funding of the floating debt. 
Asa result, the financial position of the Company became simpler 
and stronger. Its weak points lay in the large increase in cumu- 
lative charges on the two classes of preferred stocks and in the 
important fact that the reduction in capitalization and charges 
was not more drastic. 

By the middle of December, 1893, ninety per cent of the 
floating debt had assented to the plan of readjustment. During 
the time, ninety-nine per cent of the preferred stock and ninety- 
six per cent of the common stock had been deposited under the 
Reorganization Agreement. The plan was, therefore, declared 
operative. The assets of the National Cordage Company were 
bid in at the Receivers’ sale, by an attorney for the United States 
Cordage Company, for the sum of $5,000,000.1. On December 
26, 1893, the United States Cordage Company was incorporated, 
and the new organization had actually assumed the management 
of the business by the beginning of the new year. ‘The officers 
of the Company were selected from among the members of the 
Reorganization Committee, the advisory bankers, and the 
management of the Sewall and Day Mill, one of the later and 
most successful of the National Company’s acquisitions. The 


1 57 Chron. 1083. 
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old officers of the National.Cordage Company ceased to. have 
_any connection with the new concern. ‘The reorganization 
involved, the therefore, not only a readjustment of the. finances 
of the Company, ‘but also an abrupt change of management 
and policy. ~~ 

e. United States Cordage Company acquired twenty-two 
mill 2, During the first months of the Company’s business, 
the market for cordage was very much depressed, on account 
of the quantity of twine deposited for collateral against the loans 
to the old National Company. The bankers who held this 
twine were anxious to realize upon it at the earliest moment. 
Subsequently, the tension was relieved through the formation 
of the Western Twine Company,” which assumed charge of this 
“ Bankers’ Twine.’’? Late in the year it was announced that 
the banking connections of the Company had been strengthened. 
It seemed on the whole, therefore, that the United States Cordage 


1 The following list of mills is entered merely to make the record complete: — 
Waterbury Mills, Brooklyn, N.Y. 
~Wnm. Wall’s Sons, Brooklyn, N.Y. 
Tucker and Carter, Brooklyn, N.Y. 
Victoria Cordage Co., Dayton, Ky. 
Xenia Twine and Cordage Co., Xenia, Ohio. 
J. Rinek’s Sons, Easton, Pa. — {py a add 
Miamisburg Cordage Co., Miamisburg, Ohio. 
Miamisburg Binder Twine and Cordage Co., Miamisburg, Ohio. 
Elizabethport Cordage Co., Elizabethport, N.J. 
Hanover Cordage Co., Hanover, Pa. 
Donnell Cordage Co., Bath, Maine. 
Chelsea (formerly Suffolk), Chelsea, Mass. 
Sewall and Day Cordage Co., Allston, Mass. 
Boston Cordage Co., Boston, Mass. 
Laurence Rope Works, Brooklyn, N.Y. 
Standard Cordage Co., Boston, Mass. 
Middletown Twine Co., Middletown, Ohio. 
American Cordage Co. (Field Cordage Co.), Xenia, Ohio. 
New Bedford Cordage Co., New Bedford, Mass. 
Ohio Twine and Cordage Co., Xenia, Ohio. 
Chicago Cordage Co. (Wm. Deering and Co.), Chicago, Ill. 
Galveston Rope and Twine Co., Galveston, Texas. 
Application for listing, New York Stock Exchange, May 1, 1894, copy in 58 
Chron. 820. 
2 59 Chron. 740. 
XIII R. I. C. 134, 147, 149. 
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Company would be able to weather the depression following 
the crisis of 1893, in spite of the inheritance of debt from the 
old management. 

The real condition of the business, however, had not been 
improved. The severe losses which the old National Company 
had sustained in its over-purchases of hemp were, to a large 
extent, passed on to its successor. Nor was_there..a change 
for the better in the. skill of management shown by the officers 
of the new organization. During 1894, the Company purchased 
85,000,000 pounds of hemp in a rapidly decli ling market. Its 
consumption was only 46,800,000 pounds£” The Company 
carried over to 1895, —allowing for stocks received from its 
predecessor, January 1, 1894, — 28,000,000 pounds of hemp 
and 24,600,000 pounds of rope and twine, all representing a 
cost price higher than the current market. In fact, the sales 
for the year 1894 amounted to less than $2, «odie the 
purchases of raw material to over $3,500,000.° In order. to 
finance these ill-advised operations, the Company became a 
heavy borrower, using as collateral for this all its available 
current assets. To make matters worse, the Company tied 
up more capital in plants. It bought the Pearson binder twiné 
mill, in Boston, from the McCormick Harvesting Machinery 
Company, for $900,000, of which $500,000 was paid in cash. 
This was done in the face of the heavy supplies of binder’s twine 
which the bankers held over the market, and the clearly recog- 
nized fact that the United States Cordage Company was not 
then operating at its full ae i, »At the time it was tying 


1 Investigations by a Bondholders’ Protective Committee of which Robert L. 
Niles was Chairman. Summary will be found in 60 Chron. 1106, June 22, 1895. 

2 $2,496,389, Bondholders’ Protective Committee Circular (60 Chron. 1106). 
The Annual Report had shown sales amounting to $3,239,703. (1894, U.S.C. Co. 
Rep.) Summary, 60 Chron. 80. 

3 $3,683,120, Bondholders’ Protective Committee Circular, 60 Chron. 1106. 
Annual report gave purchases of raw material as $3,453,173. (1894, U. S. C. Co. 
Rep.) 

4 1894, U. S. C. Co, Rep. 

5 The plant was really bought from the McCormick interests to exclude them 
from the binder twine market. Three years before J. M. Waterbury had testified 
that the Pearson mill was the largest eastern competitor of the National Company 
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up $500,000 working capital in the purchase of the Pearson 
mill, it found itself compelled to borrow $500,000 to meet the 
January, 1895, interest on its funded obligations.1 Nor did the 
reorganized Company maintain its position in the industry.? 
In the face of the depressed conditions of trade, new competition 
arose. The officers of the National Company, displaced by the 
new management of the Reorganization Committee, started 
to manufacture cordage under the old firm names. The Ply- 
mouth and the Fitler Companies, never having been in the 
consolidation, acquired new vigor after the failure of the National 
Company. More threatening yet were the conditions in the 
binder twine trade. The two leading manufacturers of harvest- 
ing machinery were the Deering and McCormick Companies. 
The former had purchased millions of pounds of twine of the 
old National Company, but after the failure had found it very 
difficult to secure the fulfilment of its contracts. On account 
of this difficulty and from a desire to be quite independent, 
Wm. Deering & Company commenced to manufacture its own 
binder twine. By refusing to guarantee its binders when used 
with other twine, the Deering Company was able to secure an 
advantage with the farmers over the independent mills. The 
McCormick interests followed a similar policy so that the United 
States Cordage Company found its twine market growing nar- 
rower and narrower. 


in the binder twine business. (Balch v. National Cordage Company.) The pur- 
chase did not achieve its end, as the McCormick interests established soon after- 
ward a new and thoroughly modern binder twine mill in Chicago. 

1 sq Chron. 740. 

2 Some of the officers of the new Company seemed to be affected by the same 
desire to obtain a monopoly of the Cordage business. For example, at one stage 
it was hoped to effect a combination with the Fitler, Tubbs, Plymouth and Pearson 
Companies, the four largest producers outside of the United States Cordage Com- 
pany (see 57 Chron. 257). 

3 For example, the Waterbury Company under J. M. Waterbury; William 
Wall’s Sons Company under Frank T. Wall; and the Tucker and Carter Cordage 
Company under a son of John M. Tucker. The Elizabethport became the Whit- 
lock Cordage Company. The Waterbury Company actually offered its stock for 
public subscription in 1903. 76 Chron. 387, 439- 

4 Several suits were commenced, notably U. S. Circuit Court (Chicago), May 
12, 1893. Later discontinued, 
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Beset by all these difficulties, the United States Cordage 
Company failed on June 3, 1895, in less than a year and a half 
_aftefits organization. With the announcement of the Receiver- 
\ ship came the announcement of a plan of reorganization involv- 

ing the creation of a new first mortgage which should be put 
ahead of the first mortgage bonds of the United States Cordage 
Company.2 As soon as the are distress of the Company 
was known, a Protective Committee */of the bondholders arose. 
The bonds of the Company had been acquired by bankers, in 
part payment of the unsecured debt of the old N ational Cordage 
Company. As bankers, they were very reluctant to allow a 
Reorganization Committee to place other bonds ahead of theirs, 
especially before they had had an opportunity to investigate 
the conduct of the business. Almost coincident with the bankers’ 
“ Bondholders’, Protective Committee,” another “‘ Committee 
of Aas ig) med into existence, backed largely by the 
preferred stockholders. Robert L. Niles, as Chairman of this 
Committee, solicited subscriptions from all the security holders, 
in order to enable the Committee to prosecute a vigorous inves- 
tigation into all the affairs of the Company. The members of 
the ‘“ Bondholders’ Protective Committee’ reported a week 
after they had begun the investigation, that ‘‘ your committee 
feel justified in advising you that they are unable to discover 


1 The Receivers were John I. Waterbury, President of Manhattan Trust Com- 
pany, and William E. Strong, a partner of Frank K. Sturgis, who, by request of the 
bankers, — who were under heavy advances to the Company, — had become 
President of the United States Cordage Company. The Receivers were, of course, 
friendly to the management, and they were appointed in the hopes of effecting a 
friendly reorganization. 

2 Announcement and brief summary of plan in 60 Chron. 1012, June 8, 1895. 

3 Dumont Clarke, American Exchange National Bank; R. M. Galloway, Mer- 
chants’ National Bank; Ebenezer S. Mason, Bank of New York; Stuyvesant Fish, 
National Park Bank; Charles A. Vialle, National Bank of the Republic, Boston; 
George Ripley, Hide and Leather National Bank, Boston. Summary Statement, 
60 Chron. 1060, June 15, 1895. 

* Robert L. Niles, Niles Brothers; Charles E. Orvis, Orvis Brothers and Com- 
pany; Josiah C. Reiff, Woerishoffer and Company; A. R. Pick, A. R. Pick and 
Company. 

5 Fifty cents per $1,000 bond; four cents per share first preferred; two cents 
per share second preferred; and one cent per share for the common stocks. 
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any sufficient ground to justify the proposal that you should 
exchange your first mortgage bonds for second mortgage income 
bonds. . . .”1 Following this announcement, came a new plan 
of reorganization which differed in certain important respects 
from that of the Receivers. Both plans, however, were based 
on a belief that the United States Cordage Company was over- 
burdened with capitalization, and both looked toward the 
simplification of the finances of the Company, through the ex- 
tinction of the various classes of preferred stock. Both plans 
involved an assessment on the stockholders, and both proposed 
to create a new first mortgage. The two plans differed chiefly 
in the fact that the Bondholders’ Committee proposed to create 
only two classes of securities, — first mortgage bonds and com- 
mon stock; whereas the Receivers proposed to interpose between 
the two classes a new issue of income bonds. 

The Bondholders’ Protective Committee’s Plan proposed to 
give each bondholder of the old Company, without assessment, 
$600 in new bonds, and $400 in new stock. All the stocks were 
to contribute cash, but new bonds were to be issued for the 
amount of the payment. ‘The first preferred was to be assessed 
$15 a share, and would receive $90 in new common stock; the 
second preferred $7.50, and receive $45 in new common; and 
the old common stock was to pay an assessment of $3.75, and 
receive $22.50 in new stock. In all the plan called for $6,250,000 
new first mortgage bonds, and $16,250,000 new stock, all of 
one class. The bonds were to bear five per cent interest for 
three years, and six per cent thereafter for the rest of their life.’ 
The Receivers’ plan required the exchange of the old First 
Mortgage Bonds into new Income Bonds, and the creation 
of 3,000,000 of new First Mortgage Bonds to be given entirely 
for the assessments on the stocks. The first preferred stock 
was assessed $20, and received $80 in new common stock; 
the second preferred, $10, and received $40 in new stock; and 
the old common stock was assessed $5 a share, and received 


1 Report Bondholders’ Protective Committee. Summary, 60 Chron. 1106, 


June 22, 1895. 
2 Bondholders’ Protective Committee Plan and Agreement, Circulars. Brief 


summary in 61 Chron. 113. 


we 4 
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$20 in new stock, —all in addition to the mortgage bonds 
representing the assessments.’ The details of the two plans 
are most clearly understood from the table which appears on 
the next page. 

A comparison of the plans shows that on the whole the 
old bondholders were somewhat less favored in the Receivers’ 
plan than in their own; yet it was obvious that everyone in- 
formed recognized that a drastic reduction in the outstanding 
securities was absolutely necessary. 

In the course of the next few weeks, it developed that the 
Receivers’ plan was more acceptable to the great body of security 
holders.2. The majority of bondholders preferred it because 
“they obtained all bonds, rather than part stock, and the first 
mortgage bonds ahead of them were so few that they believed 
interest on the new income bonds not imperiled. The ‘stock- 
holders preferred it because the necessary fixed charges, not 
including the income bond interest, were so small that they 
thought there was little probability of another reorganization. 
Also, the only first lien bonds were represented by their own 
assessments, instead of partly by the refunded bonds of the 
old United States Cordage Company, as was contemplated 
in the Bondholders’ Protective Committee plan. Whatever 
the various motives may have been, it became clear, by the end 
of August, that the Receivers’ plan was securing the deposit 
of most of the securities. The Bondholders’ Protective Com- 
mittee, therefore, withdrew its plan.’ From this time on, 
all interests worked in harmony for the consummation of the 
Receivers’ plan. A comparison of the capitalization of the old 
United States Cordage Company and the new Standard Rope 
and Twine Company will show the drastic cutting down of 
capitalization which the execution of this plan involved. All 
securities were cut at least in half. (See table, page 156.) 
| On November 8, 1895, the Standard Rope and Twine Com- 
‘pany was incorporated under the laws of New Jersey, and in dué 

1 Reorganization Committee Circular, June 5, 1895. Brief summary in 6 


Chron. 1012. ' 
2 61 Chron. 70, 153, 198, 241. 3 61 Chron. 328. 
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course of time took over the best mills of the United States 
Cordage Company. The reorganization had cut the total 
capitalization in halves, reduced the necessary fixed charges 
“from over $500,000 to less than $200,000 and furnished’ the 
Company with $3,000,000 of new capital. The prospects of 
success for the Company were the brightest since the failure 
of the National Cordage Company nearly three years before. 

It is not of great profit to follow in detail the uneventful, 
and on the whole, unfortunate, history of the Standard Rope 
and Twine Company. The Company took over from the United 
States Cordage Company only five mills.! Of these five, the 
Company operated only three,— the Sewall and Day mill, 
just outside of Boston, and the Waterbury and Laurence mills, 
in Brooklyn, New York. _ During the first year, the Company 
suffered from the keen competition of the newer mills, “ and 
the pressure to distribute goods manufactured has been greater 
than ever before in the trade.’’? The Company sustained a 

1 The following facts are stated merely for record. The Receivers of the United 


States Cordage Company took over, after the failure of the Company, twenty-one 
mills: — 


1. Sewall and Day, Boston. 11. Victoria, Dayton, Ky. 
‘2. Pearson, Boston. 12. Hanover, Hanover, Pa. 
3. Waterbury, Brooklyn. 13. Middletown, Middletown, O. 

4. Laurence, Brooklyn. 14. Ohio, Xenia, O. 
5._Elizabethport, Elizabethport, N.J. 15. Miamisburg, Miamisburg, O. 
6. Boston, Boston. 16. Miamisburg (2), Miamisburg, O. 

7. Standard, Boston. 17. Xenia, Xenia, O. 

8. Chelsea, Boston. 18. American, Xenia, O. 
9. Wm. Wall’s Sons, Brooklyn. 19. Rinek, Easton, Pa. 
to. Tucker and Carter, Brooklyn. 20. Donnell, Bath, Me. 


21. New Bedford, New Bedford. 


Of these 21 mills, the Receivers of the United States Cordage Company deeded 
to the Standard Rope and Twine Company the first five. Subsequently, the Stan- 
dard-Boston Mills were acquired. The Chelsea, Wall, Tucker and Carter, and 
Victoria Mills, — numbers 8 to 11 inclusive in the above, — were deeded by the 
Receivers of the United States Cordage Company to the Cannabis Manufacturing 
Company, all of whose $200,000 capital stock was held in the treasury of the Stan- 
dard Rope and Twine Company. The remaining ten mills, — numbers 12 to 21 
inclusive, — were sold by the Receivers of the United States Cordage Company, 
and the proceeds used for paying the expenses of the reorganization; and the 
balance turned over to the Standard Rope and Twine Company’s treasury. Report 
of Thompson Committee. 1901, S. R. T. Co. Rep. to. 

2 1897, S. R. T. Co. Rep. 3. 
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deficit of over $400,000. During the succeeding years of the 
Company’ s history the business ran constantly. behind, the 
deficit creeping up with each successive report." q/ 

Moreover, the Company had not, the loyal service of its chief 
officers. This is illustrated by two significant incidents. The 
first President, V. P. Travers,? proposed, in 1896, that the 
Company should take over certain processes controlled by 
him for forcing oil into rope. With this in view, a contract 
was entered into which permitted Mr. Travers to spend $25,000 
of the Company’s money in perfecting his inventions. As was 
shown later, ‘‘ he made engagements involving the Company 
in expenditure of a much larger amount.” * The processes 
proved worthless, and the Company lost heavily, both through 
the cost of useless machinery, and the waste of the goods manu- 
factured. The President refused to bear the expense of the 
experiment, as his contract stipulated, and he resigned his 
position. Later he sued the Company, and the Directors com- 
promised for $10,000. The whole affair cost the Company 
$126,402.93.4 


1ST SO 7 meee tees $403,931 deficit. TOOL sree eae: $630,994 deficit. 
ESO Gmeaeteeer tus 233,503 profit. T9002 Janet oe ee 98,088 deficit. 
ROO wre bse 75,551 profit. LQO3 erature ye 151,628 deficit. 
QO stateraut cares 2,042 profit. LOO4 wale: epee 9,167 deficit. 


This unfortunate exhibit was not due to the conditions in the industry. During 
the last two years, for example, the Plymouth Cordage Company had been able 
to pay eight per cent dividends on $1,500,000 of capital stock, and to increase its 
surplus and reserve each year by upwards of $100,000. 

2 The bankers were in control of the Standard, and they wanted a “ practical ” 
cordage man for President, whom they could control. Mr. Grimwood, Secretary 
of the Fiber Club, was offered the position, but he declined, believing that he 
would not be allowed freedom. Vincent P. Travers, a competitor in the firm of 
Travers Brothers, established in 1871, was selected. Mr. Travers did poorly. 
Besides burdening the Standard Rope and Twine Company by his oiling machinery, 
he was accused, — with a good deal of evidence behind the accusation, — of dis- 
criminating against the Standard in favor of his own concern, turning the less 


we eapracine oe 


profitable contracts toward the former and the more profitable ones toward the © 
latter. After he was retired from the Standard, he became Treasurer of Travers — 
Brothers. This concern failed. He became later an employee in a building in © 


New York City. 
371900, 0. ke Le. Con Rep. 6: 
451902, 5. Ro 2. Cox Reps; 
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In September, 1898, certain officers of the Standard Rope and 
Twine Company formed a selling agency for the purpose of 
handling the Company’s product. The Union Selling Company, 
as this latter was called,! entered into a contract with the officers 
of the Standard Rope and Twine Company, by which the latter 
paid 7% per cent commission on all sales. The contract was 
undoubtedly burdensome,? and pressure was brought to bear, 
in 1900, to ameliorate its conditions. Subsequently, the terms 
were changed so that the Cordage Company had to pay its 
selling agent $225,000 per annum, whether any sales were made 
or not, and 4% cent on sales in excess of 45,000,000 pounds.’ 
This contract was even more onerous. 

Competition of the keenest character confronted the Company _ = 
on every side. ‘The Plymouth.Cordage Company, the best f+" 


fO 4A 


\ 

| 

1 

Recmamncend |/ 4 \ 
managed concern in the trade, with a capital of $1,500,000," |... Lote 
_ was doing a larger business than the Standard with a nominal 44 i ay) 
' capital of $20,000,000. The rejuvenated Waterbury, Tucker # | 
_and Carter, Wall, and Whitlock Companies were increasing — 

; 


their sales at the expense of the Standard. New, well organized 


‘mills were springing up all over the country. The McCormick 


‘and Deering harvesting machinery companies, too, had all but 
driven the Standard Company out of the binder twine busi- 
ness. Under these conditions, the Standard Rope and Twine 
? 


: 1 The President of the Selling Company was’TPhomas Russell, later President 
of the Standard Rope and Twine Company. The head of the sales department 
of the Standard Rope and Twine Company, Charles_E,..Borden, became Vice- : 
President of the Selling Company. The stock, $500,000, was secured by those ' 
close to the management of the Cordage Company. For example, William Bar- 
bour, one of the Reorganization Committee of the United States Cordage Com- 
pany and a Director of the Standard, was a large stockholder in the Union Selling 
Company. (Montgomery Circular, February 24, 1904.) 

2 This is clearly shown from the following figures, taken from a Stockholders’ 


Committee Report. 
. 1897 1898 1899 1900 


Cr lea craet es escttia sisiattjeleie'e sere, 5 $3,542,353 $3,100,118 $4,999,275 $4,255,342 
Expenses of sales by Company itself ....... 112,711 158,385 
Expenses of sales by Union Selling Company . 343,157 294,168 


Thompson Committee Report. 1901, S. R. T. Co. Rep. 16. 
“Under all circumstances the Committee is of the opinion that it would be a 
judicious policy not to renew this contract.” Ibid. 


® Montgomery Circular, February 24, 1904. 
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Company sank deeper and deeper into the quicksands. In 
March, 1904, the price of the first mortgage bonds declined 
to thirty-nine per cent and the income bonds had a nominal 
market of three per cent,! The stock was quoted at 75 cents 
a share? } Tee, 

Even in this condition, the officers of the Company continued 
the struggle. They paid the August, 1904, coupon on the first 
mortgage bonds, and “‘ made a Macedonian cry to their security 
holders ‘ Come over and help us.’”* During 1904, the officers 
tried at various times to hold a stockholders’ meeting with a 
quorum present. Their continued failure shows the feeling 


of hopelessness in the minds of the stockholders.t Finally, | 


on January 25, 1905, Receivers were appointed by the New 
Jersey Court, on petition of the Vice-President of the Com- 
pany. 

During the succeeding months, various committees were 
working on a Reorganization agreement. These efforts finally 
bore fruits in a plan which involved the sale of the assets of the 
Company to the Standard Cordage Company, and the absolute 
extinction of the stock of the Rope and Twine Company. This 
Reorganization plan, presently adopted, reduced the existing 
securities from over $21,000,000 to a little over $8,000,000, and 
at the same time provided for over $1,000,000 of new capital. 
The plan in detail required that the-old_first mortgage _bond- 


Nancianaiomnn 


holders should surrender_their bonds and pay an assessment 


* It should be remembered that the first mortgage bonds represented actual 
cash contributed in the last reorganization, and the income bonds represented the 
funded debt of the bankers at the time of the National Cordage Company’s re- 
organization. Briefly, a banker who took an old first mortgage bond of the 
United States Cordage Company in liquidation of his notes of the National Com- 
pany could now sell his $1,000 bond, if he found a customer, for $30. 

_ ? It is an interesting coincidence that at the very time the Standard Rope and 

Twine Company was struggling to maintain a position, the old John Good Com- 

| pany’s property, — both the machine works and the cordage mill, — were sold at a 
Sheriff’s sale to creditors. 

* Quotation from Cordage Trade Journal, October 6, 1904. XXIXC.T. J. 104. 

* “ Extraordinary efforts have been made to secure the attendance of the stock- 
holders, either in person or by proxy, at the Annual Meetings; three adjourned 
meetings being called last year, at none of which were there enough votes rep- 
resented to enable the meeting to be held.” 1904, S. R. T. Co. Rep. s. 
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of $262.501 for each $1,000 bond. In return, they received 


x $850. in new first mortgage bonds, $775 in new income bonds, 


= ee 
6 Bee hee Waste 


and $175 in new stock. The old income bondholders surrendered 
their bonds, and paid an assessment of $52.50 for each $1,000 
bond. They received $70 in new first mortgage bonds, $35 in 
new adjustment bonds, and $335 in new stock.? The old stock- 
holders received nothing. The commendable features of the 


G It was not called an assessment. The phraseology of the plan gave the old 
bondholders fifty per cent of their holdings in new first mortgage bonds, and sixty 
per_cent in new incomes, “ provided and upon condition that the First Mortgage 
Bondholders subscribe at 75 to new first mortgage bonds to the extent of thirty- 
five per cent of their holdings.” For the above subscriptions they would receive 


“a fifty per cent subscription bonus_in.adjustment.bonds,.and a fifty per cent , 


subscription bonus in stock.’ Reorganization Plan, December 12, 1905, p. 8. 
A very good digest of the whole plan is given in The Cordage Trade Journal, Decem- 
beri2r, 1905. XXXIC. 7. J. 221. 

~2 The old income bondholders were offered thirty per cent in new stock if they 
would subscribe to the extent of seven per cent of their holdings to new first mort- 


gage bonds at 75. For this, they were offered “ bonuses ”’ of fifty per cent of their 


_ subscription, in new income bonds, and fifty per cent in new stock, Reorganiza- 


' tion Plan, December 12, 1905, pp. 8-9. 


3 
£ 


3 In a polite circular, under date of October 30, 1905, the Income Bondholders 


and Stockholders Protective Committee informed the stockholders that, “ not- 


withstanding their earnest, persistent and long continued efforts, they have been 
unable to obtain any, recognition of the stock in any plan for the reorganization of 
your Company.” The stockholders had no committee of their own. 

It should be remembered that a very large part of this stock was represented by 
the old preferred stock of the National Cordage Company, after numerous assess- 
ments. For purposes of illustration consider a private investor having bought 
ten shares of the National Cordage Company’s preferred stock of Belmont and 
Company in 1890. In the reorganization of the National Company, he was com- 
pelled to buy twenty per cent more of the preferred stock, all of his holdings be- 
coming second preferred. He would, therefore, come into possession of twelve 
shares of the United States Cordage Company’s second preferred stock, — cost 
$1,200. He received no dividends. In the reorganization of the United States 
Cordage Company, the second preferred stock was assessed $10 a share and re- 
ceived $10 a share of the First Mortgage Bonds of the Standard Rope and Twine 
Company and forty per cent of stock. The investor in question would be assessed 
$120, — making his actual investment $1,320. He received $120 in the Stand- 
ard Rope and Twine Bonds and $480 in stock. In the reorganization of the 
latter Company the stock was extinguished. The bonds were worth thirty-nine 
per cent and, if retained, would be subject to an assessment. The $120 in bonds 
represented an actual value to the investor of $46.80. Meanwhile, he would have 
lost the interest on the investment for upwards of twelve years. Taking this at 
the rate of five per cent the indirect loss amounted to $780. A man who invested 


: 
4 
9 


“and add more capital to an enterprise that had met with such 
| repeated failure. (See table on next page.) 
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plan were, of course, the drastic reduction in outstanding securi- 
ties, and the provisions for new capital.!_ ‘The surprising. feature 
is that. the holders of the bonds were willing to come forward 


The Standard Cordage Company, which gathered togethe 


“the fragments of the Standard Rope and Twine Company, 


proved no more successful than its predecessors.’ It led a 


precarious existence, operating only the old Sewall and Day | 


plant, near Boston, and generally conducting its business at a 
loss. The net deficit had accumulated to over $600,000 * by 


PLOTO. sl TO12, the Receivers of the Company ceased the well- 
nigh hopeless struggle, disposed of the few remaining assets 
of the Company and entirely liquidated its affairs. 


It is not difficult to summarize the unfortunate, but somewhat 
remarkable history of the cordage consolidation. The manu- 


facture of rope and twine always has been, and still is, profitable. — 


The industry is competitive and open to all. The raw material 


is bought in an open competitive market and the finished — 
product is sold under conditions of keen competition. Under © 


these circumstances a consolidation of manufacturing companies 
‘could be successful only if it had at its command distinctly 


superior business ability. In this asset, the single necessary 
condition for success, the National Cordage Company and its 
reorganized successors were wanting. Although many of the 
Directors of the National Cordage Company had been able 
manufacturers when their businesses were restricted to small 
compass, they failed to understand the responsibilities of a 


$1,000 in the first and underlying security of the National Cordage Company 
would, in 1905, have increased his actual investment to $1,320, and including 
interest to $2,100. For this he would have stock that was worthless and bonds 
having a market value of $46.80 and subject to a further assessment. 

1 The reorganization plan was subjected to a searching editorial criticism in the 
Cordage Trade Journal of December 21, 1905, in which it »was contended that 
the plan was not sufficiently drastic. XXXIC. T. J. 230. 

2 In January, 1912, its first mortgage bonds, valued by the Reorganization Com- 
mittee at 75, were sold for $223 (auction sale, January 12). Income bonds were 
freely offered at $33, and its stock had no purchaser at a dollar a share. 

8 910, S. C. Co. Rep. 1. 
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large organization. The President and “the manufacturing 
Director” devoted their attention to aspects of the Company’s 
affairs for which they were untrained, — speculation..in hemp 
‘and the securities of their Company. —The President. of the 
United States Cordage Company was a banker, placed in the 
position by the group of bankers who had made heavy loans 
to the Company. He was confessedly unfamiliar with the 
detail of a manufacturing business and with the cordage industry 
in particular. _Overloaded with indebtedness inherited from the 
mismanagement of the previous years this organization failed 
in a year. The President of the Standard Rope and Twine 
~~ Company divided his attention between the Company and 
another firm engaged in the same kind of business. Proving 
unsuccessful, he was succeeded by another man more interested 
in obtaining a profit for the Selling Agency, in which he was 
interested, than in the efficient administration of the Standard ° 
Rope and Twine Company. And the successors in the manage- 
ment of the Standard Cordage Company were too heavily 
handicapped by a burden of debt and inefficiently equipped 
mills to make a successful struggle in a competitive field. 


Source PAMPHLET COVERING THE NATIONAL CORDAGE COMPANY 


Some instructors in Corporation Finance may find it desirable to place in the 
hands of students reprints of the important documents covering the entire history 
of one corporation. The Cordage combination seemed best to use for illustrative 
purposes for various reasons, not the least of which was the variety and wealth 
of material available and the many phases of finance which its history illustrates. 
A pamphlet containing twenty-one documents covering the history of the combina- 
tion from the early pooling agreements to the reorganization of the United States 
Cordage Company has been prepared to accompany this volume. (Address 
Harvard University Press, Cambridge, Mass.) 
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CHAPTER VII 


THE WESTINGHOUSE ELECTRIC AND MANUFACTURING 
COMPANY 


Early success of the Westinghouse Electric Company, 167; rapid expansion 
leading to large fixed assets, 168; the reorganization of 1891, 170; expansion of the 
industry, 174; over-extension of the Company’s finances, 177; receivership, 182; 
variety of interests, 182; Readjustment Committee’s mortgage bond plan, 184; 
merchandise creditors’ plan, 187; difficulties of execution, 190; consummation of 
the plan, 193; achievements of the plan, 195; comparison of the two reorganiza- 
tions, 197; later history, 198. 


CHRONOLOGICAL SUMMARY 


1886. Beginning of the Westinghouse Electric Company. 
1890. Increase of stock from five to ten million dollars, and Company in diffi- 
culties, ; 

_1891...Reorganization, _ Spear appr 61% wy 
1896. Increase of stock from ten to fifteen million dollars. 

1901. Increase of stock from fifteen to twenty-five million dollars. 

1906. Issue of convertible debentures. 

1907. (April) Attempted increase in the stock of the Company. 

1907. (Aug.) Difficulties in refunding. fe. Zs 
1907...(Oct.)-. -Receivership. _// 6 AMAA of ful EY 

1907. (Nov.) First plan of readjustment (failure),.-~~ 

1908. (Jan.) Readjustment Committee’s mortgage bond plan. 

1908. (April) Announcement of failure of mortgage bond plan and proposal 

of merchandise creditors’ plan. 

1908. (Sept.) Acceptance of merchandise creditors’ plan. 

7908. ‘(Nov.) Operation of merchandise creditors’ plan. 

1908. (Dec.) Discharge of receivers. 


THE history of the Westinghouse Electric Company is a 
record of marked achievement in the application of scientific 
knowledge to practical uses. Beginning as a small business in 
1885, the Company has grown for nearly thirty years until its 
total annual sales are in excess of $39,000,000, and the total 
assets are over $80,000,000. Yet this growth has not been 


uninterrupted. Twice in the Company’s history it has been 
165 
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in immediate danger of bankruptcy, and_twice it has undergone 
a reorganization. Both of these embarrassments resulted from 
“the same cause,,and both were relieved by the same remedy. 
Moreover, the cause is typical of the danger which surrounds a 
growing and profitable business engaged in the production of a 
commodity that requires a large investment in fixed assets. The 
remedy resorted to in order to relieve the distress was striking 
in both cases. Thus the financial history of the Westinghouse 
Company must be regarded as of great permanent and scientific 
interest. 

In the inventive genius of its founder lay the strength of the 
Westinghouse Company. It was, in a sense, its weakness too. 


“Great inventive genius, combined with unusual power in fore- 


casting the practical application of technological advances, is 
frequently combined with an enthusiastic optimism not consistent 
with the maintenance of a conservative financial policy. The 
Westinghouse Company has always been strong from the side le of 
technical achievement, but weak from the side of the administra- 
tion of its finances and its control over the avenues. of capital 
investment. It has been a large business enterprise, from its 
position in a great and far-reaching industry; a small business 
in the methods of administration of its own financial policy. 
George Westinghouse, Jr., was born in 1846. When not more 
than ten years of age, he was taken by his father to Schenectady, 
New York, where he divided his time for the next few years 
between his father’s agricultural implement factory, and the 
district school. In 1868, young Westinghouse went to Pittsaere 
with his first important invention, a reversible “ frog.” There- 
after he devoted himself to the study and commercial exploitation 
of mechanical and electrical appliances. The real beginning of 
Mr. Westinghouse’s electrical business, as we know it to-day, 
was in 1886.1 During the previous year, he became interested 
in the patents of William Stanley, Jr., which controlled a system 


1 The business was commenced in a small way about 1885-86. Some time 
later it was transferred to the Westinghouse Electric Company, which assumed 
an old charter granted in 1872. It is sometimes stated, erroneously, that the 
business began in 1872. 
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of electric lighting; and in 1886, he acquired the famous Gaulard. 
_and Gibbs patents, which controlled a “ transformer system ‘4 
for alternate current lighting. Two years later, he acquired 
the Tesla patents, which underly practically all modern polyphase 
alternating current machinery. At this time it was said that 
direct current central stations could not deliver their current 
economically ‘“ beyond half a mile in any direction.”! Mr.. 
Westinghouse’s experience with the transmission of gas through 
pipe lines at high tension and its distribution by means of pres- 
sure reducers convinced him that the same principle could be 
applied to the commercial distribution of electricity by means 
of high voltage alternating currents. In connection with his 
patents for alternating current machinery, Mr. Westinghouse 
is quoted as saying, ‘‘ A veritable revolution must necessarily 
follow, as we have perfected plans for its introduction into every 
city and borough in the United States.” ” 

Unfortunately, the revolution to which Mr. Westinghouse 
alluded involved the tying up of large amounts of capital, not 
only in the cities themselves, but also in the manufacturing 
plants that should produce the equipment. The first alternating 
current generator was installed at Greensburg, Pennsylvania, 
_in, 1886; * and immediately thereafter, the new business. of the 
“Westinghouse Organization grew by leaps and bounds. The 
_Company leased two concerns devoted to~the manufacture of 
“electric light appliances.» About 1889, it began the manufac- 
ture of electric railway equipment on a large scale. In all these 
fields its business was very active.*) During the nine months from 
April 1 to December 1, 1886, the total sales of the Company, in- 
cluding every form of peerical appliance, amounted to less than 
$150,000; the following year they reached over $800,000 and 
in 1890, the fifth year of the Company’s history, they amounted 

1 Article in Electrician and Electrical Engineer, November, 1886. 

2 Pittsburg Dispatch, October 31, 1886. 

’ Greensburg Light and Power Company. 

nited States Electric Lighting Company, capitalization, $750,000; and 
Consolidated Electric Light Company, capitalization, $1,213,200. 


_# For example, two months after announcing its readiness to supply electric 
alan car motors, it had orders of over $250,000 on its books. 
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to over $4,000, 006.1 Behind this startling expansion, there lay 
_hidden elements of insecurity. _ The development of the manu- 
facturing plant required the expenditure of large sums of money; 
and as the application of electrical apparatus to commercial 
purposes was then in its infancy, much of the machinery was, 
from the very nature of the’case, experimental and provisional. 
”) Even this machinery had to be made in the Company’s own shop.” 
To finance this aggressive policy of expansion, more money was 
required than the Company had at its disposal. Even the large 
banks were sceptical. To add to the difficulty, the stock was 
narrowly held chiefly by Mr. Westinghouse and his associates, 
“and was little known outside of Pittsburg. In the presence of 
this difficulty, a difficulty created by the great size of the 
business, the Board of Directors decided to appeal to the stock- 
holders for more capital. In July, 1890, the stock of the Com- 
pany was increased from $5,000,000 to $10,000,000. The name 
was changed from the Westinghouse Electric Company to 
the Westinghouse Electric and Manufacturing Company. At 
the time, the old stockholders were given the privilege of sub- 
scribing to the new stock at $40 a share (par $50). It was stated 
that Mr. Westinghouse had agreed to take $1,250,000 of the new 
stock.’ There seems little doubt that his interest in the business 
amounted to at least (one-fourth | of its entire capitalization. 
The new capital BAY in~ July, 1890, was not sufficient to 
meet the emergency. The Company had heavy loans, — of 
over $2,000,000, — with its merchandise creditors and its local 
bankers. These loans could be postponed, but they could 
not be liquidated! so heavy was the Company’s investment 
in fixed capital. By the early winter, heroic measures for relief 


LP Apitl en tonDecemberig ty) 1 OG Ont trier errant tenet $141,846.71 
Wearvending?) Decemberss 1,008.5 jae ete tatters 847,657.87 
Wearjending Decembergi al CoOmer eri eee 1,288,569.41 
Vearending Decembers3t,) 1 ooO mer. striae at area 3,618,379.81 
Wear endings) ecembers arson renee nr 4,289,086.81 


(Letter, dated September 24, 1891, of P. F. Kobbe, Treasurer of Westinghouse 
Company, to Brayton Ives.) 
2 Banker’s circular of October 8, 1891. 
3 51 Chron. 52. 
4 Resolutions at Meeting of Board of Directors, April 7, 1891. 
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seemed necessary, and a committee of local bankers undertook an 
Investigation into the actual worth of the Westinghouse securities. 


In the meantime, it was suggested that some of the stock be 
made preferred 


small stockholders to lead them to subscribe to the new form of 
security. On December roth, the committee of local bankers 
reported that the stock was “worth at least $25 per share” (par 
$50), and decided to loan the Company $500,000, as Mr. West- 
inghouse requested, but reserved “ the privilege of naming the 
_ general manager.’’? On the same date, the Board of Directors 


decided to make $3,000,000 of the $10,000,000 of stock pre-~ 


ferred. This stock was part of the recent issue of $5,000,000, 
and was reserved in the Company’s treasury. 

Early in 1891, it was rumored that a reorganization was 
imminent.’ The floating debt had reached the surprising 
total of $3,303,611.45 * (the capital, the year before, was only 
$5,000,000) and the merchandise creditors were pressing the 


payment of their obligations. The subscription to new stock P 


+“and that special inducements be offered the 


had not been a great success; less than a half of the stock offered ~~ 


__had been taken by the stockholders.’ This had netted the Com- 
pany approximately $1,400,000, less than half of the floating 
debt. It was necessary to secure the aid of outside bankers, 
and to this end tentative arrangements were made with a syndi- 


cate, managed by August Belmont & Company, which involved | 


the voluntary reorganization of the Company. At the meeting 
~ of April 7, 1891, the Board of Directors approved the plan for 
obtaining new capital, and under date of April 23d, Mr. Westing- 
house sent a circular to all stockholders urging them to accept 
its provisions. ‘“‘ Your officers,” he begins, ‘‘ have for some time 
been confronted with a condition of affairs which has kept the 
Company upon the brink of a receivership.”’* He then outlined 


1 51 Chron. 770. 8 52 Chron. 322. 

2 51 Chron. 830. 4 Balance sheet, March 31, r8or. 

5 Mr. Westinghouse himself had agreed to take $1,250,000, so that the response 
of the small stockholders and outside interests was very discouraging. The 
amount actually subscribed for by the stockholders was exactly $1,780,400. See 
table A, p. 173. 

6 Circular letter to stockholders, April 23, 1891, p. 1. 
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a plan of reorganization which, in brief, involved the surrender 
on the part of stockholders of 40% of their holdings of stock 
to the treasury of the Company, the 60% retained to be called 


Be assenting.” It would carry 7% dividends in preference to 


the remaining common, or “ non-assenting ” stock. There was 
outstanding, as issued stock, $7,250,000,” of which a small part 
was owned by the Company, but pledged for loans. Including 
this stock that was used as collateral security, the Company 
had $3,000,000 of stock which had been made preferred, and about 
$200,000 of the common stock not subscribed for by the stock- 
holders. Through the surrender by the stockholders of 40% 
of their holdings, the treasury of the Company was still further 
enriched by $2,700,000 of stock, making the total amount of 
common stock in the treasury, authorized but unused, $2,900,000. 


| \V The Board of Directors made $1,000,000 of this amount preferred 


0 aa 


o_ Stock, and thus increased the amount of treasury preferred stock 


~ to $4,000,000. \ The preferred stock was to receive 7% cumula- 
tive dividends, in preference to the dividends on all other securi- 
ties, with the right to participate with the common stock in 
dividends above 7%. The $1,900,000 common stock remaining ~ 
in the treasury, and the outstanding common stock of those 
persons who had given up a part of their holdings, was stamped 
‘“assenting.” This stock was to receive 7% in dividends, 
after the preferred stock, but in preference to any dividends on 
the old common stock 40% of which had not been surrendered.? 
To accomplish the rehabilitation of the Company, it was 
necessary to procure new capital. Money was needed to liqui- 
date the floating debt and the merchandise creditors’ claims, and 


also to provide the Company with new working capital. On 


April 7, 1891, the Board of Directors appointed a Reorganization 
Committee consisting of August Belmont, of August Belmont 
& Company; Charles Fairchild, of Lee, Higginson & Com- 
pany; and Brayton Ives, President. of the Western National 


1 In the text, giving a summary of the reorganization, approximate figures only 
are used. The exact details of the reorganization may be seen from the tables on 
Pp. 173. 

2 For further details see tables on p. 173. 
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_ Bank, New York.! The tacit understanding at the time was Be 
that the members of the Committee, in codperation with Mr. .° 
Westinghouse, should insure the success of the reorganization; 
the members of the Committee themselves agreed to be respon- 
sible for the subscription to the preferred stock, to the amount 
of $3,000,000. A syndicate was formed by the three bankers, 
but owing to the uncertainty of the electrical industry, and the 
prevalent scepticism in regard to its future, the bankers were 
unwilling to purchase the full amount of $3,000,000 of the new 
preferred stock for public subscription. They did, however, 
purchase outright, for public subscription, $1,000,000 of the 
stock. At the same time, the merchandise creditors became 
participants in the syndicate, in so far as they agreed to take a 
portion of the remaining $2,000,000 of preferred stock in liquida- 
tion of their claims; and other creditors holding over $1,000,000 in 
notes of the Company exchanged these for the personal note of 
Mr. Westinghouse, secured by a collateral deposit of the remain- 
der of the preferred stock. In the public offering of the 
stock by August Belmont & Company, and Lee, Higginson & 
Company, in their joint circular of October 8, 1891, it appeared 
as if the whole $3,000,000 of preferred stock was offered for 
public subscription?) In reality, the bankers had arranged to 
distribute some of the stock taken by the creditors in case the 
$1,000,000, they had purchased outright should be over-sub- 
scribed by the public. This, however, was not the case, as 
the bankers had some difficulty in securing the subscription to Le 
the $1,000,000. In consideration of their services as a Reor- ~ 
ganization Committee, and for the underwriting of the $3,000,- ” Re 
ooo of preferred Sock, the bankers received a commission \”” 
of $125,000 in preferred stock and $125,000 in cash. 

The underwriting accounted for only $3,125,000 of the pre- 
ferred stock. It was the intention of Mr. Westinghouse and the 
Reorganization Committee to use a large part of the remaining 

1 Resolution of Board of Directors, April 7, 1891. Subsequently ratified at 


meeting of stockholders. 
2 Circular of October 8, 1891, Pp. I. 
3 Minutes of meeting of Board of Directors and memorandum reproduced 


hereafter. (Appendix, page 201.) 


f 
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, $875,000 preferred stock still in the treasury, and considerable 

~) amounts of the treasury ‘“ assenting stock,” to acquire the out- 

é | standing securities of the two “leased ” lighting companies. 

Frere under date of May 16, 1891, Brayton Ives, as Chair- 

man of the Reorganization Committee, offered the stockholders 

| of the United States Electric Lighting Company, 25% of their 

holdings in new Westinghouse preferred stock, and 50% in 

Westinghouse “‘ assenting ” stock > He enclosed, also, a deposit 

agreement under the same date. Exactly the same offer was 

' made to the stockholders of the Consolidated Electric Light 

Company. The acquisition of the stocks of these two sub- 

_sidiary companies involved the issue of $500,000 in Westinghouse 

preferred stock and $1,000,000 in “‘ assenting”’ stock. Alto- 

gether $3,642,200 in preferred stock and $5,201,540 in assenting 

“stock was outstanding at the consummation of the reorganiza- 

tion? / The details of the reorganization can be seen from the 
three tables given on the next page. 

The plan met with enthusiastic acceptance, and practically 
all of the stockholders immediately surrendered 40% of their 
holdings. In fact, it is believed that every stockholder agreed 
to the plan, except a few who, because of absence from the 
country, could not be reached. The first dividend of 14% on the 


Ni 5 preferred stock was issued in script, so as not to reduce the work- 


al ing capital immediately. The floating debt was paid off, so 

that, by February 29, 1892, the “ bills and accounts SHEE 
had been reduced to a little over $600,000, while the “ cash and 
bills and accounts receivable.” were considerably over twice 

~ that amount. 

The good results of the reorganization were clearly manifest. 
The Company had over $3,000,000 in floating debt, nearly 
$7,000,000 of common stock outstanding, giving a total out- 


1 Letter of Brayton Ives, Chairman. 

2 A memorandum found among some papers explains, in detail, the distribution 
of the stocks. It is incorporated in full as an appendix for the purposes of histori- 
cal record. (See p. 201.) 

3 There was also an issue of $650,000 6 % bonds of the United States Electric 
Lighting Company outstanding, which the Westinghouse Company regarded as a 
part of its own capital liabilities. 
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TABLE A 


SHOWING ACQUISITION BY WESTINGHOUSE COMPANY OF ITS OWN STOCK 
Just Prior TO REORGANIZATION 


Old Stock Stock 
Issued and Acquired by Company 
Authorized From old From 
: ae Stockholders Treasury 

Stock previously outstanding in hands of public....... $5,000,000 
New stock issued by Company: 

George Westinghouse, Jr., subscription .......... 1,250,000 

Other stockholders’ subscriptions................ 530,400 
Totalinvhands ofpublic (fas. 02 hols base teen: $6,780,400 (40%) $2,712,160 
Issued and used by Company as collateral for loans ... 488,500 P Leave $488,500 
“Gy P| CEUSACGTN 55 coauhpbonacede scour noses obaee $7,268,900 
mreasuny: unissued Shs) ch ie Nada ic acactdan octets 2,731,100 ee 2,731,100 
Motalvauthorizeds tjaskteatoes ca ee selec ewer e hee he $10,000,000 
Total received by Company: ———— 

Fron stockholders ence te .te ne ot cas bas ook es $2,712,160 —————- 

HESTON ELCASUTG ewe eB Peis els, cte tale, aici c. ocere nwt to ssoheasts $3,219,600 
Total available by Company for reorganization purposes 5,931,760 
Remaining “‘ assenting ”’ stock in hands of public ..... 4,068,240 

$10,000,000 
TABLE B 


SHOWING DIVISION OF WESTINGHOUSE COMPANY’S STOCK INTO PREFERRED 
Stock AND ASSENTING STOCK 


Preferred Assenting 
Stock Stock 
Stock holdersuarsterctarteters cet eyo ties lassie Nolalorb¥o. oYarchsseiaie: ah ajapeTa%ereiePoueverofe’e« $4,068,240 


Company’s treasury: 
Company’s own treasury ($3,219,600): 
Made preferred by Board of Directors, December 10, 1890 .. $3,000,000 


Subsequentlyamadeassenting 6 ops cic eter evieve sie + oye eho. soendhe nse 219,600 
Received from stockholders ($2,712,160): : 
Made preferred by Reorganization plan, April 7, 1891 ....... 1,000,000 
Nace raSSEn LINZ Wea Wait. chat toahctecainalsyetete co ratcvaeversth apse era rstatererge(s 3,712,160 
SOTA ea ELDOLIZECMN Torr ne erste ois love eierereiaiviotcceie cigiovs seisieivlaraie\ewiaile cielarenote $4,000,000 $6,000,000 
TABLE C 


SHOWING DISTRIBUTION OF WESTINGHOUSE COMPANY’S STOCK AT TIME 
OF REORGANIZATION 


Preferred Assenting 
Stock Stock 

Old stockholders ..........- DG 9IAE 09 ¢ CIID GIB OO $4,068,240 
Sold by bankers (approximate) .............---s.eseeeeee $1,000,000 
Sold to creditors (approximate) . . Baas 2,000,000 

Commission to bankers ......... Eafe aswtehets ora Va(stetois ateiess ie! = 125,000 Ps 

Acquisition of United States Electric Lighting Company .... (25%) 175,000 (50%) 350,000 

Addition issued to acquire same.............-.seeeeee 25,250 49,450 

Acquisition of Consolidated Electric Light Company ....... (25%) 303,300 (50%) 606,600 

Additional issued to acquire same ...........-0.0-0005 13,600 27,250 

George Westinghouse, Jr. (special) ........+-++.seeseseeee 100,000 

Anealniacued Mem mntrriane tote trae vii cece aciale ot ae $3,642,150 $5,201,540 

Treasury Of Company uci ee ceesendieresesevcenorceene 357,850 798,460 

MorAlignthorized sole dade ait tare Cero milastd « dmieldine «5 ceisheidls ole oles $4,000,000 $6,000,000 


(These tables presume the surrender of the entire amount of old common stock in accord with 
the plan. They also presume the exchange of the entire stocks of the electric light companies. 
These two changes were not fully accomplished for some time, so that the figures presented here 
do not coincide exactly with the Company’s statements of its outstanding stocks after the consum- 


mation of the reorganization.) 
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standing liability of over $10,000,000, at the end of March, 1891, 
or just before the reorganization. This involved current interest 
charges of over $180,000. After the reorganization, there were 
no corresponding floating debts or interest charges, and the total 
liabilities amounted to less than $9,000,000, all in stock. The 


\ large floating debt had been funded into a permanent capital 


liability. The Company thus passed succ successfully through this 


first reorganization, and emerged even stronger than it was in 
the years. Imm. sly before. This first reorganization of the 
Westinghouse Company was a remarkable instance of a corpora- 
tion, with a fairly wide distribution of its stock and known 
to be on the verge of bankruptcy, which accomplished a drastic 
reorganization without, the aid of a receivership. The trouble 
was brought on by an an optimistic business policy, combined with 
too rapid investment in fixed capital, and by failure to keep the 
fluid assets sufficiently large. It was relieved through. the volun- 
tary sacrifice by the stockholders of a ‘portion of their shares 


~and the willingness of the bankers and creditors to take pre- 
|  “ferred“stock’in“an enterprise of unknown future. In brief the 


floating debt was transferred into a stock liability. The Com- 


pany’s truly remarkable success in consummating the reorganiza- 


tion was due largely to the personality of Mr. Westinghouse, a3 


“his hopefulness, his resourcefulness, and his strong personal hold 
‘ on the stockholders. 


“The interruption in the business of the Westinghouse Com- 


| pany, because of this early reorganization, was only temporary. 
In 1893, the Company undertook the contract for the lighting 
of the Chicago World’s Fair, and the following year installed 
‘the Tesla alternating current machinery for the new power 
‘company at Niagara Falls. In 1895, the Westinghouse Com- 
‘pany arranged with the Baldwin Locomotive Works for the 


joint manufacture of electric locomotives; and, in the following 
year, entered inte a compact with the General Electric Company, 
for the joint control of patents owned by the two cng 
_This pooling agreement ended long and costly litigation. Th 
“Westinghouse Company controlled patents for alternating | cur- 
rent machinery, and underground trolley systems; but the 
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General Electric Company controlled a large number of direct 
current patents, the Edison. all-glass incandescent..lamp, and 


RE 


~Over-head trolley. Since this agreement. has est observed, 


_the two Companies have worked inmi mild coéperation 


While the Westinghouse Company was making rapid strides 
in the extension of its influence over the technology of the elec- 
trical equipment, the finances of the Company were undergoing 
significant changes. In 1892, its outstanding capital stock was 
$8,735,174; and its book surplus a little over $2,000,000.! In 
1894, when the Company could be said to be completely on its 
feet, its capital stock was practically the same; but its surplus 
had been increased to approximately $4,000,000.2. The profit 
for the previous year’s operations amounted to $1,600,000. 
The floating debt was only $500,000, and the Company had no 
outstanding bonds. It would appear, therefore, that, in the 
depression following the panic of 1893, when the majority of 
business houses were experiencing serious difficulty, the West- 
inghouse Company was enjoying unusual prosperity. This 
rapid expansion of business presented serious financial problems. 

The progress of the electrical industry involved extensive 
investments of capital in the form of generating stations, trans- 
mission lines, and small electric machinery. The financing of 
these developments was accompanied with great difficulties. 
Small lighting companies and traction lines had trouble in placing 
their securities in the local markets, and the conditions of their 


sale to the private bankers were not always favorable. The 
equipment companies derived their profit through the promotion ‘x/ 
of these local enterprises, so that it. soon came to be the accepted 


practice ‘of the Westinghouse Company to take the notes of the 
local companies secured by a deposit of their bonds. and stocks, 
in part payment for equipment. This helped to solve the finan- 
cial problem for the small enterprises, but made it all the more 
difficult for the manufacturer, especially as the notes could be 
discounted least easily at times of commercial stringency, when 


ply fpalancé sheet of February 29, 1892. Without allowing for adjustment of 
smal amount of assenting stock. 
2 1894, W. E. M. Co. Rep. 
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ready money was most needed. ) These conditions made it 
necessary to increase the fixed Capital in accordance with the 
growth of the business. In 1896, the stock was increased from 
$10,000,000 to $15,000,000, and in r1gor, from $15,000,000 to 
$25,000,000. In 1895, the Company began to issue collateral 


1 The problem has been temporarily solved in an ingenious manner by the 
General Electric Company, the most important competitor of the Westinghouse. 
Various finance and operating companies have been incorporated by the General 
Electric interests, which have general charge of the management of local com- 
panies, and the placing of their securities. Among the purely finance companies 


of this character are the Electrical Securities.Corporation and. the.Electric Bond 


and ompany. If, for example, an independent engineer wishes to pur- 
chase electrical equipment for a hydro-electric plant in West Virginia, he might 
buy the machinery from the General Electric Company, paying partially with 
the bonds and stocks of the projected enterprise. The Electrical Securities Cor- 
poration might then take over the securities, deposit them, together with others, 
with a trustee, and issue collateral trust bonds against them. These bonds would 
be readily sold to investors. In this way the parent company secures the business 
upon which it realizes cash, while the managers of the local enterprise are not 
compelled to dispose of securities at a sacrifice. The details of the plan may be 
illustrated by taking a case in which the General Electric interests indirectly 
operate the local company. Suppose it is thought wise to entirely reorganize 
the : small company that supplies light and power to Fort Worth, Texas. The 
“enterprise. may be financed by the Electric Bond and Share Company, which. will 
undertake a general supervision of the work through a subsidiary organization, 
the Southwest Utilities Company. The local company will have the benefit of 
superior engineering skill and the most modern and efficient machinery. The 
local Fort Worth Company would pay the Electric Bond and Share Company for 
its cash advances in its own bonds, preferred and common stocks, and with this 
‘cash it would pay the local interests for the old plant, and the eonrcel Electric 


Company for the new machinery. The bonds placed upon the property would 


represent about seventy to eighty per cent of its cost. These bonds, bearing © 


would in turn distribute them to the public at about ninety-six per cent. Such 


- bonds are often sold without the intervention of bond houses. The preferred 


stock would be issued for the remaining twenty or thirty per cen nt of the actual 


“cost. ‘This stock, bearing 7 % interest, could be sold for about 942 to bankers 


‘who would distfibute it in small lots to the public at about par. The common 


*~s-9g interest, could be sold to a bond dealer for about ninety-one per cent, who | 


stock would go directly into the treasury of the Electric Bond and Share Company — 


_ or its subsidiary, and would be held there in the interest of the parent corporation 


until it acquired substantial value through the increased ‘earning power of the 
local company. Sometimes, as in the case of the American Power and Light 
Company, another affiliated corporation of the General Electric, these common 
stocks of local enterprises are used as collateral for the issue of high interest bearing, 
short term bonds. 
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trust bonds; and_in-1808,,. $3,500,000. debenture bonds.were sold. - 


In spite of these provisions, “notes payable” grew steadily, 
until they aggregated $5,000,000, in 1901, and $14,000,000 in ~~ 
1905. At this point, the Company issued collateral time notes 

and debenture bonds. Meanwhile, the Westinghouse manage- i va 


“ment had established subsidiaries in Canada, and in many parts phon’ . 
Pe as at 
of Europe. These fo reign ventures secured a great deal of busi- wi 
ness to the parent Company, but experience has shown them to™ aps 
have been unprofitablé.1) In fact, it may be said that the heavy fide itt 
drain upon the parent treasury made by these foreign sub- #4 


sidiaries was one of the chief causes of the Sue cae that }. 7 phe 
presently confronted the Westinghouse Company.’ 

Mere growth is not necessarily an indication of prosperity. \ 7 “4 
The economist has often pointed out that the return, per dollar Jow 
~ of invested capital, often decreases as the total capital invest- wr, 
ment increases. This law of diminishing returns is clearly eee = 

| _ exemplified i in the history of the Westinghouse Company. In aed 

1894, with a capital of less than $10,000,000, including bonds, 
the Company made a net profit of $1,640,809.11 * or over 6% 3 
This was a year of marked business depression. In 1906, with a 
capital, including stocks and bonded debt, of $46,566,883, the . 
Company made a profit of $3,162,908.33, or less than! 7%. " 
This was a year of marked business prosperity. Or, looked at yp 
from the point of view of net profit on gross sales, the Company MY 


f 


1 ro11, W. E. M. Co. Rep. 12 to 20. Mr. Mather, prompted by the sentiment 
among the banking interests, gave a detailed and colorless analysis of the foreign \ P 
Nga ; ie 
2 Another matter, comparatively small in amount, tended to inflate the book © , 

wate of the permanent assets. It was the treatment of the patent account. In 3 .§ 

1893 the patents were carried at $4,378,031; in 1899 at $4,792,181, and finally ,\ ) 
in the balance sheet of the Receivers’ accountants, as of October 23, 1907, at ~ \ 
$5,898,620. In contrast to this policy of the| Westinghouse Company i is that of : 

_ the General.Electric Company. From 1893 to 1898 the General Electric Com- } % © , 
pany carried a stock liability of $34,700,000 partly offset by a patent account of 7 
$8,000,000. The Company’s earnings were not liberal. In 1898, at the time of 
increasing prosperity, the stockholders voluntarily consented to a 40% reduction 
in their holdings and the patent account was marked down 50% to $4,000,000. 

In 1900 the patent account was reduced to $2,000,000 by charging the differ- 
ence to profit and loss account and in 1906 to $1, 
3 1894, W. E. M. Co. Rep. 
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made a little over $3,000,000 ($3,211,781.89) in 1901,’ on gross 
sales of less than $16,000,000, — 20%; in 1906, the profit was 
some $50,000 less, on total sales of over $24,000,000, — 13%. 
However viewed, the profits were growing relatively. smaller, 
as the business was growing greater. Such a tendency 1: is to be _ 
found in practically every manufacturing business as it grows 
larger and more standardized, and is not to be attributed neces- 
sarily to unsound financial policy. Taken in connection with 


other things, however, the decreasing ratio of profit in this 


instance was a sign which ought to have pointed to conservatism. 

The Company had never been conservative in the matter of 
dividends.2.. From the first reorganization in 1891 to 1902, 
7% was regularly paid on the preferred stock. In 1900, dividends 
on the “assenting”’ (common) stock were begun, reaching 7% in 
1902. In 1903, the dividend was over 9% on both classes; and 
from 1904 to 1907, it was 10%. In the year ending March 31, 
1907, a year, on the whole, of distinct business prosperity, the 
Westinghouse Company had a surplus applicable to dividends, 
after the payment of interest charges, of only $2,767,963.76. 
Dividends actually required, $2,499,555. The small remaining 
profit and loss for the year was consumed by depreciation on the 
securities of other companies, held in the treasury, so that the 
actual business of the year resulted in no addition to the per- 
manent surplus account? > 

1 This is the earliest recent year for which I find the total sales published. 
During. the early years of the company’s history, from 1887 to 1891, the profit 
was Os on gross sales. (Letters of Deloitte, Dever, Griffiths & Co. of September 
25, 1891 and Treasurer P. F. Kobbe quoted, supra, p. 168.) 
2 Below is a record of high and low quotations of the preferred and common 


stocks (par $50 in both cases), and the dividends paid for the years directly before 


and after the receivership. 


1903 1904 1905 1906 1907 1908 1 Igo 
Preferred stock: 909 19 


id) Wn Oeoe Cocucre eEroie Sree ann cine I12 99 98% 94 80 62% 724 65 
LOW Pete neater tte en teeeaeterae 80 90 03% 81 30 29 55 55 
Diviaean Gano ete oe 10§% 10 10 10 10 ° 54 + 104 
Common stock (assenting): 
eh) Sees eee tnt, ottileeeths 1104 024 02 88 17 47 45 4rt 
IES re ideao nec donb etsaogssass0n0o0r 65 sO 73 16 19 37 242 
DEV oie eee etn ee anh tees ett of Io Io 10 Io ° ° ° 


As practically all of the old common stock, prior to the reorganization of 1801, 
had been changed into assenting stock, I shall hereafter in the narrative refer to 
this assenting stock as common. 

3 This is strictly true; but the surplus was increased about $32,000, owing to a 
profit of $84,205, realized on sale of some Garrison Alley, Pittsburg, real estate 


pene 
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These were the economic conditions behind the history of the 
Westinghouse Company. They are shown clearly from the two 
tables, given on the next two pages, in which the financial history 
of the Company is epitomized. On the whole it may be said to 
have suffered from too much prosperity. As a business grows 
and expands, the managers are apt to look at the increasing 
volume of sales, and.to. remain blind to.the decreasing ratio of 
profit. Business was offered on every side. Mr. Westinghouse 
saw the industrial growth of the country in terms of the increas- 
ing application of electricity to the arts. He failed to realize 
the tremendous economic significance involved in the fixation 
of large amounts of capital in electrical equipment. He failed, 
moreover, to note that a business of large magnitude, even 
though its credit be excellent, must be fortified by considerable 
reserves in the form of fluid assets not affected by the ordinary 
fluctuations in the demand and supply of money. Mere 
bank loans, because of their quick maturity, will not supply 
the need. 

During 1906 and 1907, the affairs of the Company moved 
rapidly toward a crisis. Its loans were obtained with increasing 
cost and increasing effort. At the close of 1905, the bank paper 
and merchandise notes and accounts amounted to well over 
$16,000,000... On January 23, 1906, the Company offered 
$15,000,000, convertible debentures at 98%. These were under- 
written by Kuhn, Loeb and Company, and netted the Company 
which had increased much in value while held by the Company. This was, of 
cour profit.deriyed from the actual business of the Company, and could 
not be regarded | as surplus earnings. If one takes into consideration the business 
of the seven months just prior to the receivership, from April r to November 1, 
1907, and, by interpolating over the five preceding months, reaches figures for 
the year’s business just prior to the receivership, the results are even more dis- 
couraging. It appears that the total earnings aggregated over $5,000,000, — the 
largest for any twelvemonth in the Company’s history. Yet of this large amount 
exactly half was paid out in interest on floating and funded debt and the other 
half in dividends. Practically nothing would be credited to surplus. This esti- 
mate is made by allowing the smallest rate for interest on floating debt, and not 
including the accrued dividends on the new stock. For details of the estimate, 


see table on next page. 
1 Balance sheet of November 30, 1905, copied on circular to stockholders, 


January 23, 1906. 
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x 
$1 3:694,028.19.! This new capital cost the Company, including 
annual charges to discount, 5.8%. In spite of the issue of bonds, 
however, the floating debt rose steadily during the year, and by 


~March 31, 1907, it amounted again to well over $10,000,000. On 


April 26, 1907, the Company sent a circular to all stockholders, 
offering subscriptions to 100,000 new shares of stock at $75 (par 
$:0a share). It was the intention of the management to main- 
tain the 10% dividend; this being the case, the $7,500,000 se- 
cured from the stockholders’ subscriptions would have cost the 
Company 6.7%. As a matter of fact, the subscription was a 
partial failure, Mr. Westinghouse and one or two other large 
stockholders alone coming forward. In all, only about $2,500,- - 
ooo were obtained.? In the presence of this ominous condition, 
of a rapidly maturing floating debt of $14,000,000, with credit 
extended in every direction, the sharp crisis of the autumn of 
1907 came suddenly upon the Company. The banks could 
extend their accommodation no further, and the merchandise 
creditors pressed their claims for payment. _On the advice.ofa 
committee of the Pittsburg Clearing. House, the Directors, on 
October 23d, applied to the United States Court for Receivers. 
~~ Tt must be remembered that there were four distinct interests 
to be considered, during the succeeding months, when a reor- 
ganization of the Company was contemplated. The merchan- 
dise_creditors had merely open accounts..with. the Company; 
in a few cases, these were represented by interest bearing notes. 
Their claims amounted to approximately $5,000,000. The 
1 In Haskins and Sell’s Report to the Receiver occurs the significant statement, 
“$y 305,971.81 represents discount and expenses incurred in connection with the 


sale of the Company’s Convertible Sinking Fund Gold Bonds.” (Haskins and 
Sells Report, December 17, 1907, p. 5-) The greater part of this represents under- 


writing commission of which the stockholders received only $300,000. (The 
difference between 98 and 100.) 
2 Notes (bank and merchandise paper) ........-...---++--- $8,703,448 
Current; Accounts cere ee tiie ete 2,152,838 
Total 5. 3.4 gat al orcs: ess © ee eee here Renee $10,856,286 


3 Total amount subscribed for was 33,066 shares, netting $2,479,950. 

4 These and succeeding figures are taken from Haskins and Sells Report to 
the Receivers, General Balance Sheet, October 23, 1907. Digest, last column in 
table on p. 181. 
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banks held short term notes,-amounting to approximately $8,000,- [oa b 
o00.'_ These bank loans were very widely held; a large part had ! # ce" 
been negotiated by New York and Boston brokers, and were “tl 
held by small banks from Maine to California. The holders of ©, 

unded~debt,whose interests would be endangere Ya phd 
drastic reorganization, had claims amounting, in all, to over ~~ i 
$29,000,000.2_ And finally, the stockholders, practically all of ~~ 
whom had actually paid into the Company more than the par ha 
value of their holdings, had a total outstanding stock interest oe beJ 
of about $28,000,000. . 


On November 13, 1907, hardly three weeks after the Receiver- P - Ry 
ship, the officers came forward with their first plan oust. 2 os 06.6¢ 
It was approved by the local bankers and manutat Ing #14. 0 001 © 
Pittsburg, whose own interests were coincident with the con/~?f 0¢°'? 
tinued prosperity of the Westinghouse Company. _The plan Not Pig 
required that the holders of the floating debt of the Company ' ‘ 
should fund their obligations by taking one-third in 5% con- [Rane 4 
vertible bends at 90% of their face value; one-third in 6 % notes 
running from one to three years, and one-third in assenting 
stock at its par value. When the plan was proposed to other 

creditors, it was very coldly received, especially by the banks 
~~and_ manufacturers in the West... The plan proposed that the 
~ creditors should become partners, and they had no intention of 
accepting any such compromise, unless it came as a last resort. 
As a matter of fact, the plan was more favorable to the banks 
than the one they were finally compelled to accept, since the dis- 
count on the bonds would more than offset the reduced selling 
price of the stock. Their reluctance shows that the serious 


ot 


é 


? 


et pec 


1 $7,919,000. me 
2 Not counting $850,000 bonds of the Walker Company, not a direct liability 


of the Westinghouse Electric and Manufacturing Company. 

® $27,938,100. 

4 Circular of January 22, 1908. Letter of Kuhn, Loeb and Co., November 21, 
1907. This plan was conceived by Mr. Westinghouse. The fact that the final 
Merchandise Creditors’ plan so closely resembled this first tentative plan is strong 
evidence of Mr. Westinghouse’s grasp of the situation. 


__for the Adjustment of Debt. 
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membership largely self-appointed. Mr. James N. Jarvie 
was Chairman of this committee, and the other members repre- 
sented banking interests in Pittsburg, New York, Boston, and 
Chicago. On January 20, I 8, it came forward with its“ Plan — 

if ) As this plan was the first widely 
discussed attempt to rehabilitate the finances of the Westing- 
house Company, it deserves careful attention.2 Its central 
feature was the creation of a large first mortgage upon the entire 
property of the Company. The holders of the funded and 


“floating debt were to exchange their obligations for the bonds 


covered by this new mortgage. The mortgage was to be for 
$35,000,000, of which approximately $20,000,000, was covered 
by bonds convertible into stock, at $62.50 per share. The holders 
of the $2,000,000 in debenture certificates were to receive the 
new convertible mortgage bonds as a substitute for their notes. 
The outstanding floating debt was to be funded into mortgage 
bonds, covered by the same indenture, but not convertible into 
stock. The distribution of the new bonds can be shown at a 
glance from the following table: 


New First MortcAcEe Bonps 


OLp SECURITIES CONVERTIBLE NON-CONVERTIBLE 
Convertible debentures ........ $18,500,000 
Debenture certificates ......... 1,969,000 $20,469,000 
Floating debt (approx.) ........2- +2 sees seer eee e eres $14,531,000 
a aie) ee ee ae ee Ge ey homer omar o FeO 0 $35,000,000 


In addition to the issue of bonds the plan proposed to issue 
$7,000,000 of new “ assenting ” stock. 

At first, the plan met with a hearty reception on all sides, 

and its consummation seemed probable. _ The banking interests 

rl favorable. Kuhn, Loeb and Company ? advised 

the convertible bondholders to exchange their debentures for the 

new mortgage bonds on the ground of better security and the _ 


1 The plan had “ leaked out ” at an earlier date, as the main provisions were 
outlined in the New York Times several days before, and in the Commercial and 
Financial Chronicle of January 18, 1908; 86 Chron. 174. 

2 See Circular of January 20, 1908, and outline in 86 Chron. 233. 

8 Circular letter of January 21, 1908, to known holders. 
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lower ratio of convertibility... Similar reasons were advanced 
to holders of the debenture certificates. In the meantime, the 
securities of the Company declined to low points on the markets,” 
and the various creditors began to realize that it would be difficult 
to sell the new sto¢k.*, It was upon the sale of this new stock 
that the Company relied to obtain the necessary additions to 
its working capital. Every member of the Committee recog- 
nized that, unless additional working capital should be obtained, 
the Company could not be relieved of its present distress, and 
another receivership would soon follow, to the irreparable harm 
of the Company’s credit and securities. By the middle of 
February, 1908, it was clear that the plan could never become 
operative, though sufficient amounts of the funded and floating 
debt would probably be deposited. Of all interests involved, 
the stockholders could best be relied upon to supply new capital, 
because of their more direct interest in the permanent welfare 
of the Company, but they were unwilling to come forward in 
the emergency, if a heavy mortgage were to be placed on their 
property. In other words, the stockholders, even though | their 
interests Wéré junior to all the others, ‘actually. occupied the 
ivotal position. Accordingly on April 2, 1908, the Committee 7 
sent to all depositors under their Plan of Adjustment, a brief © 
letter, stating that although a majority of the holders of the 
fundéd debt had deposited their securities in accordance with the 
agreement, it was considered wise to set it aside, and to try to 
agree upon a modified plan. ” 

Negotiations looking toward ae successful 1 reorganization 
were much more complex than was indicated by th the somewhat 
prosaic printed circulars, which, from time to time, reached the 
eyes of the public. The failure of the Company had been brought 
about by the policy of the Westinghouse management in securing 


1 The outstanding debentures were convertible at $100, or 200%, par value 
being $50. . 

2 Supra, p. 178, note. 

’ According to the expectation of the Committee, the old stockholders would 
subscribe for the new stock to the extent of 25 % of their holdings. ‘‘ As a majority 
of the stock is held by brokers as collateral for loans,” said the Chronicle, voicing 
the opinion of the Committee, “ said bankers, it is believed, will see that the 
subscription (practically an assessment) is paid.” 86 Chron. 233. 
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new business and borrowing money to finance it. Mr. Westing- 
“house himself, through his untiring energy and g great optimism, 
was the actual power in the business. In the emergency hé had 
“turned to all quarters for succor, borrowing every available 
cent. When the crash actually came he maintained the same 
hopefulness and the same lack of conservatism. Opposing him 
were the various creditor interests, which, although affected by 
the contagious optimism of Mr. Westinghouse, were concerned 
primarily in the relief of the present emergency, and the imme- 
diate payment of their obligations. Thus in the background 
of the long and tedious negotiations, of which only rumors 
reached the public ear, lay the conflict of interests between the 
generous hope of the founder in the wonderful future of his 
business, a future not to be embarrassed by over-conservatism 
or delay, and the stern practical necessity that confronted the 
creditors of forcing the payment of debts past due. 
Specific differences aggravated the dissention. The foremost 
-~among them concerned the policy toward the foreign subsidiaries. 
~~ Beginning in 1889, and particularly since 1899, the ‘American 
Westinghouse Company had been active in establishing foreign 
manufacturing companies, and advancing large amounts of 
capital to them. With the single exception of the Canadian 
Company, every one of these subsidiaries had proved unprofit- 
able 2 They were proving especially unprofitable during the 
period of the receivership and especially urgent in their demands 
on the parent Company. The Jarvie Committee steadily re- 
fused to permit the deflection of capital toward these enterprises, 
_while Mr. Westinghouse took the position that.they..must» be 
protected at all hazards. Another point of difference lay in 
the financial policy:°The Jarvie Reorganization Committee 
withheld its consent from any plan which did not insure the 
Company against a repetition of the present difficulties. The 
members of the Committee believed that the present embar- 
rassment was an outward sign of the fundamental lack of con- 
servatism shown by the management. They maintained the 


1 See Mather’s rigorous analysis of the foreign subsidiaries in his annual report 
to the stockholders for the year ending March 31, 1911. 1911, W. E. M. Co. 
Rep. 12. 


r % 


wt 


'THE WESTINGHOUSE COMPANY 187 


position that a permanent solution was possible only through the 
establishment of a new financial policy, having as its basis the 
conservation of a large fund of fluid assets. They looked toward 
a permanent rehabilitation of the Company’s credit as the first 
premise of any plan of reorganization. The crux of the problem 
was the imperative need of new working capital. The members 
of the Committee insisted that some one must furnish sufficient 
money, not only to weather the present crisis, but to provide 
for the needs of the future. Mr. Westinghouse sought, by every 
means in his power, to induce the members of the Committee 
to accept plans which looked toward immediate relief. His 
desire was to extricate the Company from the present entangle- 
ments, with the least sacrifices on the part of the stockholders, 
and the least advances of actual money. _He saw nothing funda- 
__mentally wrong in the past financial policy of the Westinghouse 
~ Company, and looked hopefully to the future for relief” from its 
_ present difficulties. 

In the intent of their position, the members of the Jarvie 
Committee were obdurate. Other committees were formed to 
codperate with them. A Merchandise Creditors’, an Employees’, 
and a Stockholders’ Committee were each constituted to help 
create a harmony of interests. The members of the Jarvie 
Committee, however, held the whip hand, since by enforcing 
their claims at law, the creditors: could compel a sale of the 
would suffer most... Negotiations between the various parties 
‘consisted. in the submission of one plan after another to this 
Committee, and the rejection of all plans as either impractical, 
or else not furnishing enough new capital. Into the details of 
these negotiations we need not enter. 


Pr 


a 


Toward the end of-March, the various parties finally agreed _° te 
upon an arrangement which involved the funding of practically nw J 


the entire debt, much of it into stock, and the cash subscription — 
to $6,000,000 of new common stock. The plan, which was 
agreed upon by all the parties, came to be known as the 1 Mer- 


chandise Creditors’ Modified Plan. It was so named Because: 


oem NATO I 


‘the greatest Sacriice seemed to come from the merchandise 


vg) 
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creditors, and because the working out of the details was largely 
vested in_ Joseph W._ Marsh. Vice-President. of..the~-Standard 
Creditors’ Committee. The important parts of the plan were 
worked out by all parties together, so that, in reality, this Com- 
mittee had no more to do with it than the other committees. 
__In the plan, the Merchandise Creditors were looked _upon_to 


~ take. new. stock-in- liquidation. of. ‘their claims. And if it could be 


known that they voluntarily consented to become. partners in 
the enterprise, the bank creditors and the old stockholders would 
be the more willing to subscribe to the new stock. This point 
was much emphasized in the succeeding campaign, in the effort 
to induce the stockholders to come forward with their subscrip- 
tions. ‘The Merchandise Creditors’ Committee have shown 
their confidence in the Company and its future by undertaking 
to secure the exchange of at least $4,000,000 of the Company’s 
floating debt for ‘“‘ assenting stock”? at par. They, however, 
imposed the condition that the remaining $6,000,000 of the 
$10,000,000 of subscriptions required to terminate the receiver- 
up, and place the Company in a safe position shall be furnished 


* by the stockholders.”\* In a circular letter, dated April 6, 1908, 
’ the Merchandise Creditors’ Plan was made public. Its main 


provisions were: (a) The Siadguiei: of the $4, 000,000 of mer- 
chandise debt by the issue of new “ assenting” or common stock 
at par. (b) The subscription of $6,000,000 of new stock by the 
old stockholders at par. (c) The conversion of the bank debt 
into new stock, convertible long term bonds, and notes running 
for an average of at least five years. The old bonds and short 


_pterm_notes were undisturbed?) The “striking feature of the plan 


was its simplicity. _Only the holders of the floating debt were 
_ affected, a large part ¢ t of whom had ‘already consented-to-the-terms 


ae “of the plan. No mortgage was created and no change was con- 
templated in the security of the older obligations. The greatest 
_strength of the plan, perhaps unusual among industrial reorgani- 
zations, was the change of floating debt into new stock, with the 


1 Stockholders’ Committee Circular of April 8, 1908, p. 3. 
2 Merchandise Creditors’ Circular of April 6, 1908; Outline in 86 Chron. 922. 
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consequent reduction of fixed charges. The greatest weakness 
lay in the difficulty of inducing stockholders to take up their” 
allotment of new stock, since the securities of the Company 
were then selling considerably below their par value, and the 
general business conditions were far from satisfactory. From 
every point of view of financial policy, the plan was a vast im- 
provement over the earlier one, as is seen from the following 
comparison : — 


COMPARISON OF FIxED CHARGES UNDER THE Two PLANS 


The figures for the year 1911 are taken for this comparison, inasmuch as, under the mortgage 
bond plan, the first sinking fund payment would be payable in that year. 


Mortgage Bond Plan Merchandise Creditors’ Plan 

Interest on Bonds (based Interest on Convertible 
on $33,000,000 out- Bonds and Debentures 
Standings)imem. sate ts $1,650,000.00 (based on $24,500,000 
Interest on Collateral outstanding after rst 
INOteS erie he. 500,000.00 Sinking Fund Pay- 
Sinking fund on bonds. ment due Dec. 31, 

(First payment due 1907 is made 4...)... $1,225,000.00 
July 1, 1911 — cumu- Interest on Collateral 

lative if not earned) .. _1,100,000.00 NOLES wsci testis ai: 500,000.00 
Interest on new notes 

MO tOTEXCeCOm ser 225,000.00 
Sinking Fund on Con- 

; vertible Bonds....... 500,000.00 

$3,250,000.00 $2,450,000.00 


CoMPARISON OF EXTENT OF READJUSTMENT UNDER THE Two PLANS 


ae eee aimee 
Comparison of the two plans in respect to the classes of Creditors whose consent is required to 
a change in the form of their debt or in the nature of their security. 


Mortgage Bond Plan Merchandise Creditors’ Plan 
Convertible Bonds out- Merchandise Debt ... $4,356,042.68 
SANGIN Caer trent $18,500,000.00 Banke eb turers so 7,919 000.00 
Debenture Certificates  1,969,000.00 
Merchandise Debt ... — 4,356,042.68 
Bank Debtyave fics: 7,919,000.00 


Total of debt to be con- 
verted into Mortgage 
18405806 hu asiencticunar once 32,744,042.68 
Collateral Notes whose 
holders must consent 
to change in security  8,702,702.70 
Total debt to be con- 


Total debt to consent $41,446,745-38 MEMES yesh hte alarsa% $12,275,042.68 


a 
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ComPARISON oF AMoUNT OF NEw WORKING CAPITAL UNDER THE Two PLANS 

Comparison of the two plans as to new stock to be issued for cash or cancellation of debt. 
Mortgage Bond Plan Merchandise Creditors’ Plan 

INewsStockae erie: $7,000,000.00 New stock atleast ... $10,000,000.00 


As soon as the plan was formally published all the Committees 


set to work to secure its consummation. The Merchandise 
Creditors’ Committee had the task of inducing all the holders 


of the small accounts against the Company to transform their _ 


_debts into stock. The Committee pointed out that this stock 


would be very valuable through the benefits resulting from the 
operation of the new plan.’_ In the background lay the covert 
threat that the new management would not patronize, in the 
future, those dealers. who refused.to..help..the.Company_in_ the 
present emergency. The Westinghouse Company was a large 
consumer of raw and semi-manufactured merchandise. It 
was, therefore, for the obvious benefit of the supply houses 
to place the Company in a position to continue and expand its 
business at the earliest possible moment. The motives of 
self-interest appealed strongly to the merchandise creditors, 
who accepted the plan almost unanimously, and surrendered 
their claims in return for stock.? 

The bank creditors proved more difficult to deal with. A 
very large part of the outstanding notes had been negotiated 
by brokers and bankers, and were held by small banks. ihe 
Security Investment Company, a finance Company organized 
to obtain money for the Westinghouse Company, had also heavy 
and wide-spread obligations, all of which ultimately based on the 
Westinghouse assets. The proposed Merchandise Creditors’ 
Plan for funding these loans involved indeed an option. The 
banks were required to take half of their claims in convertible 
bonds, similar to those outstanding. Of the other half of the 
claim any bank was permitted to take either three-fifths in notes 
maturing in four, five, and six years respectively, and the other 
two-fifths in stock at par, or the entire half of the claim in fifteen 

1 Merchandise Creditors’ Circular to creditors of April 6, 1908. 


2 By July 1, 1908, a total of $4,135,912 out of $4,356,043 in all. Circular of 
Readjustment Committee dated July 1, 1908. 
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year notes.'. A third option was afterward suggested, which 
permitted a bank to take stock at par for the entire second 
half of its claim. All notes and bonds bore 5% interest.2.. The 
small banks, far removed from the seat of the fronblewe saw no 
advantage for them in any of these proposals. They did not 
care for the stock, nor did they look with favor upon funding 
their paper into bonds, then selling well below par, and into long 
term notes that could be disposed of only at a sacrifice. The 
larger New York banks, particularly the Park, Chase, and the 
National Bank of Commerce, were no more enthusiastic, nor 
was the New York Life Insurance Company, which owned a 
considerable volume of Westinghouse notes. These large 
institutions held out obstinately against the proposed plan, 
and did not give their consent to it until the autumn ? when the 
rise in market value of the stock made it appear that they might 
derive a profit through the exchange of their notes into bonds 
and stock. The smaller banks were induced to agree to the plan, 
largely through the efforts of various members of the Jarvie 
Readjustment Committee, who represented to them that the 
plan could be consummated only through their united codpera- 
tion. 

The third class of people affected, the stockholders, were even 


more. difficult” to handle. “Excluding the: the personal ‘holdings of 


Mr. Westinghouse, and those of the Security Investment Com- 


pany, the average stock interest in the Company was 83 shares 
(par $50.00) or about $4,150, and the number of stockholders , 


about four thousand. To reach this multitude of stockholders, 
and induce them to come forward in the hour of need was not 
an easy matter. Many of the stockholders were themselves 
temporarily embarrassed. Many, especially those who had pur- 
chased the stock at high figures, were “ angry and disgusted 

1 Very few of these notes were given, — less than $100,000, — so that almost 
all cf the banks took some stock. 


2 The options may be seen from the following table: 
Fifteen Year Four, Five, and 


Bonds Notes Six Year Notes Stock 
First option .......0.-.-sssece eset ec te eee sees 50% ae 30% 20% 
Sacondloptionimemitciitioc ee itt and ee cee etic e sacle 50% 50% Bats vide 
SW aljanG! 8), Gue oie Cen PCC PMODLEDOBOOCAn TI eteh/ attae are 50% 


3 87 Chron. 1014. 
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with the past management, and professed to have no confidence 
that the management would be different in the future.” The 
Stockholders’ Committee, whose duty it was to secure the sub- 
scriptions from the smaller holders, sent out letter after letter 
in the endeavor to arouse their interest. Some of the letters 
were conciliatory, and touched on the duty of the stockholders 
as real owners of the Company; some appealed to the sense 
of personal advantage, suggesting the probable enhancement of 
price of the new stock that would follow the consummation of 
the reorganization. Some, particularly those toward the end 
of the summer, were threatening in character, stating that 
unless the full stock subscription was soon realized the Reor- 
ganization Committee would force a sale of the property and wipe 
out the stockholders.2 “Tf you do not subscribe,” wrote George 
Westinghouse, in a circular to all stockholders, “ you in effect 
vote for a sale of the property by the creditors and thus, the 
elimination of all stock interests.”* Independent bankers, 
even, solicited subscriptions from stockholders.‘ 

All these efforts finally achieved the desired results. The 
merchandise creditors were uniformly successful. The bankers 
showed a willingness to fund their notes and exchange a relatively 
large part for stock. The underlying creditors of the Security 
Investment. Company, —largely the banks, — enabled the 
Investment Company to subscribe to $1,325,000 new stock, and 
George Westinghouse himself subscribed through the Invest- 

1 Quotation taken from circular letter of Joseph W. Marsh (Chairman Mer- 
chandise Creditors’ Committee) to stockholders dated October 26, 1908. 

2 For example, in a letter of October 26, 1908, to the non-subscribing stock- 
holders, Mr. Marsh, of the Merchandise Creditors’ Committee, tried to be both 
pathetic and forceful. After comparing the present condition of the Company 
to a “valuable horse which your hostler had maltreated,” he says, “can you, 
as a fair or sensible business man (or woman), hesitate any longer in doing your 
just share to save yourself from complete loss.” “‘ This is the last chance and 
certainly my last appeal to the stockholders.” There were a number of “ last 
calls ” before the expiration of the subscription period. 

3 Letter dated April 28, 1908. 

4 A stock exchange house, Dominick & Dominick, advertised that they would 
carry the smaller stockholders’ subscriptions for six per cent interest and one 


per cent commission. Although the offer was widely known not more than five 
or six people took advantage of it. 
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ment Company to $1,500,000.!__.The-—employees, in whole 
__ hearted loyalty to the Company and its founder, came forward 
with a subscription of approximately $600,000. The general 
“stockholders had, by June 23d, subscribed to approximately 
$2,250,000 of new stock, but these subscriptions were confined 
to the larger holders. Experience has shown that the small 
stockholder seldom assumes the responsibilities which his owner- 


ship of the corporation implies. _ He is inclined to look at the 


Creditors’ Plan proposed to establish a second preferred stock, 
to represent the new subscription, which should have preference 
over the old “ assenting ”’ stock, the plan would have been fairer 
to those of the stockholders who came forward in the hour of need. 
Legal difficulties stood in the way of this method of solution. 

On September 25th, the Readjustment Committee, after 
a long conference with their attorneys, authorized the statement 
that they would formally accept the Merchandise Creditors’ 
Plan in place of their earlier one. They stipulated, however, 
that the new plan should not become operative until the full 
$6,000,000, had been subscribed by the stockholders, and the 
bank creditors had consented to fund their notes. The time for 
the subscription to the new stock was again extended to October 
27th. Even the prospect of a speedy termination of the receiver- 
ship did not bring the small stockholders to a realization of their 
obligation.2, On October 1, 1908, some eighteen hundred stock- 
holders, out of a total of four thousand, had refused to pay their 
pro rata subscription. In the meantime, the number of employees 
who had contributed their savings to help the Company had 


_increased. to.five..thousand,’ an interesting reflection on. the 


1 This made the subscription of Mr. Westinghouse and The Security Invest- 
ment Company, $2,825,000. As the two together beld about half the old stock, 
this figure shows that they did not, as many believed at the time, subscribe to 
much more than their proportion of the $6,000,000 required of the stockholders 
before the plan should become operative. 

2 87 Chron. 815. 

3 Letter of George Westinghouse, October 1, 1908. 
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loyalty and insight of the workers, as compared with the owners 
of a large corporation. On November 20, 1908, a little over a 
year after the appointment of the Receivers, the Readjustment 
Committee declared the Merchandise Creditors’ Plan operative 
: and early in December, the Company was taken out of the hands 

\ ' of the Receivers. 
_ It is profitable to consider at this point, the conditions which 
were instrumental in enabling the Readjustment Committee 
to consummate this truly ¢ -femarkable_ . “Teorganization> The 
operation of the Merchandise Creditors’ Plan had turned on 
the success with which $6,000,000 could be raised by the sale 
‘of the stock, at par, to the old stockholders. The market price, 
during all the time, was considerably under par, so that any 
subscription to the stock, meant some measure of sacrifice of 
\ ' immediate self-interest, for the interest of the Company. The 
final allotment of this indicates the difficulty to be encountered 


= 


+ in any reorganization, which depends upon the concerted action 
L of an extended group of small stockholders. Another significant 


Stockholders, iaeces. arate ect cklpae Aspens aerate oie $2,404,550! 
Security Investment Company, Creditors of 

(mostly; banks)" cect ie crneoeite lee sisieetee irae $1,540,300 
Advanced by Pittsburg banks to enable George 

Westinghouse to complete a subscription for 

$3,000,000 of new stock for the Security In- 


Vestinenty COMP al Vara. ioe eae ers . 1,502,775 3,043,075 
TEMPLOV.CES a tays 3121215: -) seus oles Secs eos casemate 611,250 
$6,058,875 


feature of the reorganization was the attitude of the bank 
\) creditors, who held upwards of $8,000,000 of the Westinghouse 
/ Company’s notes. The Merchandise Creditors’ Plan had offered 
them various alternatives, all involving the funding of half their 
claims into long term bonds, and differing in the amounts of 
stock subscription required for the other half. About $4,000,000 

! During the period from June 22d to November 2oth, as a result of all the 
beseeching letters sent to the two thousand odd non-subscribing stockholders, 


only $190,250 was obtained. The inertia of the small stockholders was one of 
the most discouraging features of the whole reorganization. 
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of notes were funded into bonds, about $2,500,000, into stock, and 
less than a $1,500;000! of floating bank debt was exchanged for 
the short term notes. Except for the willingness on the part 
of the merchandise creditors to exchange their open accounts 
for stock, no other feature helped the Company more than this 
funding of the floating debt. The following table shows the 
distribution of the new securities: — 


FUNDING OLD OBLIGATIONS New Stock New Bonps New Notes 
Merchandise Creditors .............. $4,135,912 
Mloatingsbankidebt@ar.- es esse 2,500,000 $3,635,000 $1,474,650 

CasH Stock SUBSCRIPTIONS 
General Stockholders .............. 2,404,550 
Security Investment Co. through its 

CLCCU LOLS eet Poe ects ad enansesusrcnes 1,540,300 


George Westinghouse, through banks, 

as part of the Security Invest- 

ment Co.’s subscription .......... 1,502,775 
DADE oooaecncovsoonesdssncds 611,250 


$12,694,787? $3,635,000 $1,474,650 


From this short outline it is obvious that upwards of $12,000,000 

of current accounts and floating debt were funded into stock 2 
and long term obligations. Over $6,000,000 of new cash was 
added. _Two.things were definitely accomplished, — the.Com- ue)" f 
_pany was furnished. with.a liberal fund of working capital, and , = _/ 
the cloud of rapidly maturing obligations was changed into. a bet tat 
stock liability, carrying.no fixed charges. The relief to the Com-. / tA Ab 
pany can be clearly seen from a comparison of its debt and fixed - 

charges before and after the consummation of the reorganization. 


1 $1,474,650; of these $98,750 were 15-year notes, the rest were 4, 5, and 6-year 
notes. 

2 These figures cannot be made to correspond exactly with the stock increase 
as shown by the balance sheet before and after reorganization. There were 
numerous charges and expenses incurred in effecting the reorganization. The 
table is, however, approximately correct. 
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BEFORE REORGANIZATION 


. Debt Interest 
Funded debt (including Walker Co.) ............-.. $30,000,000 
Interest and sinking funds, about6% .......... $1,800,000 
Floating interest bearing debt ..................--- 9,210,000 
Interest approximately 6% ..........++--+--0-> 552,000 
Qpenlaccountsit sceptics hee ter as 5242,000 
Upon which no trade discounts could be taken, 


RCO, & sadintimGy sos How Coo GMomM moe Gc 302,500 


$44,452,000 $2,654,500 


AFTER REORGANIZATION IN 1908 


Debt Interest 
undedidebt i. cantik wane Serta ter eet masta taons $34,281,000 
Interest and sinking funds, about 53% ........- $1,925,000 
Floating interest bearing debt (approx.) ............ 1,700,000 
Imterestapproximatelyas, (aceasta ieeiimatar tte ttets 85,000 
Open accounts, upon which full trade discounts could 
bestakenget. cv. tous. ttecrvova rector boces wae aienoeh ane hereto: 1,000,000 


$36,981,000 $2,010,000 
From this should be taken the money furnished by the 

stockholders, cyan e setae cokes ie re eer 6,059,000 
And the interest this additional capital would command 363,000 


$30,922,000 $1,647,000 


The net debt of the Company was actually decreased from 
over $44,000,000 to less than $31,000,000, and the interest 
charges were cut from $2,650,000 to $1,650,000, — a decrease 
of $1,000,000 a year. Coincident with these changes in debt, 
the capital stock was increased from $29,000,000 to $41,000,000. 
A large debt, rapidly maturing, and carrying heavy charges, 

_had been changed into a stock liability \ with no fixed charges. 
This, in brief, was the actual accomplishment of the Westing- 
house Reorganization, 

“The magnitude and the simplicity of this reorganization 
deserve, however, more than passing notice. At the time of 
the appointment of the Receivers, the debt of the Company 
amounted to $43,000,000, and the total liabilities aggregated 
$83,000,000. In point of mere size, it was the most considerable 
mercantile failure America has ever witnessed. It quickened 


ooo 
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and sharpened the. crisis. of . 1907, more than any other single 
factor. From. $82.a.share in the winter, its stock fell to 
~ $16 a share at the announcement of the receivership. The 
failure of the the Westinghouse Company, was in no sense due to the Ca. — 
eollapse of over-inflated Its assets cost a sum consider- 
ably greater than that represented by its liabilities other than § Aade O 
stock, and they were worth more. But at a critical time, because, AU a» le .« 
of insufficient working capital, the impaired credit of its s financial ( al Cia gh sb 
agent, and heavy charges necessitated by its accumulated fl 
debt, the Westinghouse Company became leg 
The reorganization which followed this technical insolvency 
was of the simplest kind. It involved no sale of assets, no new 
company, not even any new form.of security; no stock assess- 
‘ment’ was Tequired, nor was a mortgage placed_ on the Com- 
~pany’s property. The creditors merely funded their obligations, 
| and the stockholders contributed additional TT 
In spite of the long period which elapsed between them, it is 
perhaps impossible to find two industrial reorganizations which re- 
sulted from more nearly identical causes, and were consummated 
through more nearly identical measures than the Westinghouse 
reorganizations of 1891 and of 1908. Both followed crises in the 


Company’s history, esulting. directly, from..a a.too rapid inyest- 


SMSO SE PINTO 


My as tad ee, 


sery vative b business policy. At both times, the financial stability 
of the Company was wrecked through lack of w 
The business was never an [economic failure} in the sense eat it 
did not earn adequate interest and profits. On the contrary, 
the earnings were abnormally great and the dividend disburse- 
ments, in the periods immediately before, disproportionately 
high. The methods employed to secure relief were identical 
in the two cases also. _A new stock issue was attempted exactly ., 
five months before the culmination of the difficulties in both |! 
instances, and. the only persons who came forward in either 
case were Mr. Westinghouse and his immediate associates. 
“Tn neither instance was the reorganization accomplished through 
the judicial sale of the property, and in neither instance was there 


an n_ exchange 0 of entirely new securities for the old or a new 
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funded debt created. The positive expedients were the same; 
the merchandise creditors and bankers funded their debts into 
stock, — in 1891, into preferred, in 1908, into common stock, — 
and new stock in considerable amounts was issued at par. 

It is only fair to those who so successfully brought the Westing- 
house Company through the crisis of 1907, to outline briefly the 
results of their policy. When the Receivers were discharged 
in the autumn of 1908, a new management assumed the control 
of the Company, for the merchandise creditors and the bankers 
had been unwilling to make the sacrifice which the reorganization 
involved, until they were assured that hi goatee ETE 

A SE the récklessness in th in the declaration of dividends 
Ww ad brought disaster to the 1e Westinghouse “Company Welcos 
not to be repeated in the future.__They took the management of 
the Company out of the hands of its former stockholders, and _ 
“undertook to ‘administer it themselves. ‘on. the. basis.of..a greater 
conservatism. | A new Board of Directors was chosen, consisting 
of sixteen men' who had been prominent during the receivership 
of the Company. Its members were selected from among the 
Bankers’, the Merchandise Creditors’, and the Stockholders’ 
Committees, and their representatives. Th icy was 
_put in the hands of a committee of six. \ Edwin F..Atkins,! of 
~ Boston, ‘represented the stockholders, and was subsequently 
chosen President; James S. Kuhn, of the Pittsburg First National 
Bank, represented the local bankers, and Albert H. Wiggin, of the 
Chase National Bank, the city bankers; Thomas W. Lamont, of 
J. P. Morgan & Company, represented the private bankers. 
Joseph W. Marsh, of the Standard Underground Cable Company, 
together with George M. Verrity, of the American Rolling Mill, 
represented the Merchandise Creditors.2 The Directors chose 
Robert Mather, who presently became Chairman of the Board, 


1 To the wisdom of Mr. Atkins, to no small degree, was due the successful 
consummation of the reorganization and the subsequent rehabilitation of the 
Company. It will be remembered that Mr. Atkins has also shaped, more than 
anyone else, the financial policy of the American Sugar Refining Company since 
the deposition of the Havermeyer regime. 

? Kuhn, Loeb & Co., who issued the convertible bonds in 1906, had no repre- 
sentation on the Board or Executive Committee. They had done next to nothing’ 
for the Westinghouse Company at the time of the crisis and reorganization. 


THE WESTINGHOUSE .COMPANY 199 


to act for this Committee in the actual financial administration 
of the Company. The choice was a most fortunate one, Mr. 
__Mather had no knowledge of electrical engineering, but had had 


_ tare financial experience as counsel for the Rock Island Railway. 

—He came to the ta: ‘task, — no easy one because. of the many _con- 
___ flicting interests, ts, — without | prejudices, but in hearty sympathy 
with the conservatism desired by the-new~management: ~~ He 
showed a far sighted wisdom in the direction of the Company’s 
affairs, and at the time of his death, the financial condition of the 
Westinghouse Company was rapidly assuming a secure position. 
The brief experience of Mr. Mather in the Westinghouse 
management showed clearly that his death was a real calamity 
to the Company, and a serious loss to the business world. 

But the rehabilitation of the Westinghouse Company was not 
secured immediately. The year ending March 31, 1909, — the 
first full year after the failure, — was the poorest ever experienced 
by the Company. Not even in the early nineties, when the West- 
inghouse Company was a small local concern, were the earnings 
so meagre and discouraging. Two years before, the sales had 
amounted to $33,000,000, in the year 1908-09, they amounted to 
$20,000,000. In the former year the profits from sales of mer- 
chandise were over $4,000,000, in the latter year hardly $500,000. 
The year ending in the spring of 1907 gave a surplus of nearly 
$3,000,000, that ending at the same time in r1go9, a deficit of 
almost exactly the same amount. There was a difference of 
profit and loss of the two years of nearly $6,000,000. _ A liberal 
amount of this, nearly $2,000,000, resulted from charging off — 
Sige ene 
patent accounts, foreign investments and fictitious assets. This 
was a part of the conservatism of the new management. Yet 
in spite of this adjustment, the unfortunate year of 1908-09 shows 
clearly the ill effects on the trade of the Company of its embarrass- 
ment and of the general depression following the panic.! Since 


1 The contrast in earnings with the General Electric Co. is striking: 
General Electric Westinghouse 


Year ending Year ending 

Jan. 31st Mar. 31st 

Gross sales, 1907 2. 5c secs scree cer eet cette escent tascenens $60,071,883 $33,026,240 

Manufacturing profits ......... 00sec cece ee ete tee eee eens 6,065,289 4,170,575 

Gr083 SALES, TOD ot icc cere esac eens recor aeteenesssaeas 44,540,075 20,606,592 

Manufacturing profits, oP ieee ep SENIOR Toe ie Te eRe 2,891,102 650,784 
Percentage of decline in sales .......--- ++ seseeeeeeeeerreeees 25.80% 37.6% 
58 % 84.4% 


Percentage of decline in profits .........6-sesseeseeeeeeenees 
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the spring of 1909, the business of the Company has regained its 
former proportions. In the year ending March 31, 1910, there 
were net earnings of $3,500,000, and other income of another 
$1,500,000. During the following year, the sales rose to $38,- 
000,000, — the largest in the Company’s history, — and the 
total income to over $7,000,000. No dividends were, however, 
declared on the common stock, and the management charged 
off over $4,000,000 to depreciation of plant and investments. 
The next two years were equally encouraging and as this history 
is in process of construction, the common stock has been placed 
on a dividend paying basis after the building up of a liberal 
margin of surplus. 

1 This annual report of March 31, 1911, is worthy of permanent preservation 
for its fulness, frankness, and the willingness of Mr. Mather to express opinions 
of the “ worth” of inventoried investments. It was his last report and shows 
clearly the foundation of a policy, the good results of which were just beginning 
to bear fruit. In its detailed completeness, the present writer knows not its 


equal among corporation reports. He has used it in his classes in “ Corporation 
Finance ” and in “ Accounting ” as a model of the kind. 


Ff 


Chantor VII - WESTINGHOUSE COMPANY 


Name all tho causes that lod to the trouble of 1591) 7 “Ave 

+} or ya Rcevireks f cs A eee wanes aes : 
there any clemonts of dangsr you can thins Of Which Dewinc = does 
not m 


% mention? pecs 2 Letth Berterrys Cafertal ” 

Read hapter of Lavson's ‘Frenzied Fin@énce ‘boginning on page &6. 
fas.it legal to give the "“asscnting" comuon stock holders 
preferential dividends? What principle is involvcd? 

What do you sup ose is meant by "mild co-operation" on top of 
pase 175? 

Give a careful description of the financialf@of the General 
Electric's Accounts Receivable. Could this’ method have been 
used with ecual advantage by any company heretofore studied? 

As a matter of financial policy do you approve of the method 
followed by the General Electric Company or the Western Electric 
Company in the treatment of Dee on the DOO lsa, Da 177 & 
Onepace 176, sccond sentcnce,»beginning Githethe “ord "guch® ; 
Dewing says that the law of diminishing returns is not due 
_necessarily to unsound policy. What is it due to? How may it 
be due to unsound financial policy? 

Criticize the firet sentence’ of the notco on page 179,45 beginning 
"This was not, a 

What is the argument in favor of convertible debentures, use or 


which is mentioned on pase 179 Gy Grunsednon wrth LAE ananfusd bctialionn 
Can you explain just what tho plan o: the OGreditors Adjusting 
Committee, ae sorbed: ou pase 184 involved? Paraphrase the 

sentence ending "at {62.50 per share." 


Why, do you suppose, as Mr. Westinghouse gaxgakx so solicitous 
fo one welr are oF the fore ene ubsidiary companics? 

Why dic. the stockholger3 occupy the "pivotal position;” Why were 
they not for “2010s Cal /I i 

Why did the merchandise creditors take apparently small end of 
Paemeartesin in the reorcanizationt 

Vlas the Company reeseanmeved or readjusted in 1908? 

After the trouble of 18691 what policy of financial management 1/71 190§ 
would probably he ve avoided the readjustment of 1908? 

What differences Soe the readjus stments of 1691 and 1908 

How were the flozat debt crecitors able to take the management out 
Ope the hands of the old stockholucra artemetionccadjus tment of 
1908? 


Howedocyou account for the c3 ayes amar disastrous efirect of 

Hiectinaacial Failure on the company's business? 

Why coes not the dix Seaamee OL competi tion arise in this case as 
panics scussed? 


sk Aa  e les Be va 


aor eS ee 
Wha ¢ 


i) 
RHOX cmexie ysych oe aioe lesson of this chapter? 


° 
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APPENDIX 
(Referred to on p. 171.) 


STATEMENT OF DISTRIBUTION OF STOCK OF 
WESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY 


AFTER REORGANIZATION SHARES 
Sirarestatt Otis col meme pe ree peta ie teeta ate ole 1elo oki) oho easke inte. so = 200,000 
Deduct total shares outstanding ................+4.. 145,378 
eanineqUmisSUCd Merit tet iret nines wieiolsi+ eters: 54,622 
Deposited with Trust Company ........---+seeeesseeeee 138,404 
Deduct to be issued to depositors (Assenting) ........ 83,078.40 
Leavinguumissued ...0). 22s 60s 00s oor nieinye sins 55385-00 
WNon-assenting stock (02.05... s6 ener eos e esses eset e rare 6,914 
Deduct from “ Assenting” stock to be issued to de- 
[SOSUIOMS Sadan den obbliedo aoulno cone Houeb as On nD AmNeNG 83,078.40 
60 % of 9,770 shares of collateral stock ........-.++++- 5,852 
Leaving actually outstanding after paying loans... 77,216.40 (*) 
Deduct from surrendered stock...........+++++eeeee 55,385-00 
For Preferred Stock .........--sesesccc cess eecestereees 20,000 
Leaving as “ Assenting ” stock .......--++++0055 35,385.00 
Add to stock now unissued ..........-+eeeeee eee eeee 54,022 
Collateral stock coming in (60 % of 9,770 shares)|-tvelge: 5,862 
Leaving available ........-.---sseeeeeeee reece 60,484 
Deduct for Preferred issue .....-----eeeseeeeerseees 60,000 
Leaving for “ Assenting ” stock ....-.-.++++++++5 484 
Add Preferred stock from Treasury ..-..--++++++se-e0ee 60,000 
Add Preferred stock from stockholders ....-.--.++++++++++ 20,000 
Gives total Preferred stock authorized ........--- 80,000.00 
Add “ Assenting ” stock from Treasury ......-..-+++: 484 
Add “ Assenting ” stock from stockholders ........--- 35,385.60 
Gives total “ Assenting ” stock available ......... 35,869.60 


Non-assenting stock, as ADOVE «......eee essere rere eens 6,914 
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Funps To DRAW FROM: 


Preferredistockamnr meee eat heer ae er cri iy 80,000 
CINTINOING ETH ogoncoosbsronadedécodgupscsnsse 35,869.60 
PREFERREDEISSUB Se Err Eee erin tenet ienare-r 80,000 
Sia | Ee eri eh tco do otaake cunt 0,0 60,000 
U. S. stock deposited ................... 3,199.50 
Um Sastockatoncompletemeei rt ttc ets 805.50 
Consolidated stock deposited ............ 3,857.06 
Consolidated stock to complete .......... 2,481.44 
(COMMISSIONS che core eee renee on omens orenere 2,500 72,843.50 
Weavingsavailal leer tenterstette tre 7,150.50 
IANGSENTING S1SS UE cater meen irer nto Ciera ee kerr 35,809.60 
We Sastockdeposited mre wrrarctat terrier 6,388 
We Sastockstolcompletemeeerirn tet ttretat: 1,601 
Consolidated stock deposited ............ 7,714.12 
Consolidated stock to complete .......... 4,962.88 
George Westinghouse, Jr................. 2,000 22,677 (*) 
13,192.60 
PreferreGssSue ce accicacseiiae s <isieuseoe sisi 7,150.50 
So Assenting'’) issues 1.aaueer os eka aes ae 13,192.60 
20,349.10 
Verification 
INonzassenting stocki meee eee reir 6,014 
60% Assenting outstanding ................. 77,210.40 4,148.40 
reterred outstanding 2.3 eee eek eres 72,843.50 
Preferredvin atic ceiees cen enti neaels 7,150.50 
IASsentingvoutstandin gir peat ier pee een 22,077 
LESS able bal ora RNG Gite area Ses aoe 13,192.60 2,765.60 
200,000 


Norte. There were two arithmetical errors in the original memorandum which are retained here 
(marked *). 


CHAPTER VIII 


THE NATIONAL SALT COMPANY 


Peculiar competitive conditions in the salt industry, 204; the National Salt 
Company of West Virginia, 205; the formation of the National Salt Company 
of New Jersey, 206; proportionate control of the National Salt Company, 208; 
early extensions of control, 209; purchase of the United Salt Company of Ohio, 
210; effect of control on the price of salt, 212; early financial success, 213; pro- 
motion of International Salt Company, 215; extension of the International Salt 
Company, 220; litigation with the United Salt Company, 222; distress of the 
National Salt Company due to over-production, 225; sale of the New York plants 
of the National Salt Company, 225. 


CHRONOLOGICAL SUMMARY 


1866. First agreement among salt producers. 

1888. Selling association in the New York field. 

1899. Promotion of National Salt Company of New Jersey. 

1900. Company becomes dominant in the New York, Michigan, Ohio, Kansas, 
and Texas fields. 

1901. Promotion of International Salt Company. 

1902. Receivership of the National Salt Company. 

1903. First sale of National Salt Company’s New York plants. 

1904. Final sale of National Salt Company’s New York plants. 


Tue combination of salt producing companies was an example 
\of an attempt to create a monopolistic control over one of the 
heap necessities of life where a monopoly of the opportunities 
f production was impossible. Originally our supplies of salt 
ere obtained from the evaporation of ocean brine, but this 
ethod of production is now but little used in the United States. 
ractically all the salt consumed in this country, except a small 
mount imported from the south of Europe, is obtained from 
large subterranean deposits of salt, existing in certain localities. 
These deposits are operated according to two methods. The 
simplest is that of mining the salt in a way that resembles the 
mining of coal. Mined salt, or rock salt, is never very pure. 
By far the largest amount of salt used in the United States 


203 
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is obtained by sinking double tubes or wells into the deposits 
and the artificial evaporation of the brine pumped up through 
these wells. The industry is located chiefly in the Central New 
York region of New York and the Saginaw Valley of Michigan, 
although considerable quantities are produced in Ohio and 
Kansas. de 

Certain conditions of the manufacture and distribution of 
_salt favor competition; \ certain conditions donot....Unlike most 
extracted commodities, the original cost of the raw material is 
almost negligible as anyone is free to acquire land upon which 
a salt well may be sunk. In New York the salt land area is 
some two hundred miles in length by thirty or more in width. 
The only expenses required are in the sinking the wells and the 
construction of a plant for the purification and evaporation of 
the brine. _ This was not large in the period to which this narra- 
tive relates, so that when a well was once.sunk the actual. cost 
of producing the salt was very largely represented by the inter- 
est on the invested capital. _Not unlike a railroad, it was nearly 
as economical to continue to manufacture at a loss.as to shut 
down the plant. This was especially true in the Michigan field 
where waste sawdust and slabs were used for fuel. Under these 
conditions the manufacturers there continued to produce, what- 
ever the conditions of the market, so long as the price received 
for the salt paid for labor. They invaded territory contiguous to 
other salt fields, and they felt the competition of other fields in 
markets naturally their own. Conditions of most drastic com- 
petition naturally resulted. One thing, however, always acted 
as somewhat of a check. Salt is a very cheap commodity...The 
producer sometimes obtains no more than forty cents for a 
barrel weighing two hundred and eighty pounds. So that in 
places five hundred or a thousand miles from the salt fields the 
freight amounted to more than the original cost of the salt. For | 
this reason there were natural geographical limits, beyond which 
the salt of any one field could not be sold for a price that would 
reimburse the manufacturer for the cost of the product. 

_The first notable consolidation..of.salt manufacturers-occurred 
“in the Michigan field about 1866, and a definite pooling associa- 
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tion was formed Apri he pool was, on the whole, 


successful, and did not seek to exact act monopolistic prices. Yet 
~the-imitations of Treight fates g gave the pool little influence on 
markets east of Buffalo, where the situation was controlled by 
the New York manufacturers, among whom competition of the 
severest character existed. In the years beginning about 1885 
few of the New York salt wells were conducted at a profit. It 
could be said that no manufacturer was able to conduct his busi- 
ness with any margin of profit, unless he owned exceptional 
facilities for the economical handling of coal and salt, or enjoyed 
especially favorable terms in the purchase of coal. About 1898 
Archibald S. White? conceived the idea of forming a selling 
association which should take the salt from the various New 
York wells and dispose of it to the best advantage for all. Ac- 
cordingly, the National Salt Company of West Virginia was 
formed. The underlying motive of the Association was un- 
doubtedly that of controlling the selling price of salt by con- 
“trolling 1 the , production of the New York wells. The ostensible 
motive upon which the Association sought to appeal to the 
jobbing and packing trades was to bring about car-lot loading 
and the more economical handling of salt. Although the Asso- 
ciation had a nominal existence for a number of years it was not 
a success. The deep-seated jealousies..of..the..man aS Fa 
__ sometimes based on nothing more substantial than [religious _) 


= 


differences, created constant friction. The prices of salt and 
the conditions of its sale remained, on the whole, fully as com- 


petitive under the Association as before. 

Competition of the New York manufacturers was exceedingly 
keen during the period from 1894 to 1899. The geographical 
position of their wells gave them a strategic advantage over all 


1 A full and detailed account down to 1888 of the Michigan association is 
given by J. W. Jenks in III Q. J. E. 78. Reprinted Trusts, Pools, and Corporations, 
edited by Wm. Z. Ripley, Chapter I. 

2 White had been an employee for one Moulton, a salt dealer. He became the 
Boston representative of the Bradley Salt Company and subsequently, with others, 
formed the Cayuga Lake Salt Company. He was the central figure in the consoli- 
dation movement down to the formation of the International Salt Company in 


the autumn of 1got. 
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other manufacturers in the eastern markets, but they were re- 
strained from exacting monopolistic prices by the competition 
of foreign salts, imported largely as ship ballast. The compe- 
tition among the producers themselves had driven the price of 
salt on the eastern markets almost below the cost of production. 
Under these circumstances the owners of the wells were very 
ready to listen to the advice of Mr. White that they enlarge the 
scope of the National Salt Company so that it might obtain 
actual control over the amount of_produetion and the price 
policy. To accomplish this end the National Salt Company of 
New Jersey was formed, which, in course of time, acquired abso- 
lute title to the salt plants. 

Plans for the consolidation of New York wells were under 
consideration as early as the autumn of 1898. By March 4, 
1899 the Chronicle announced that arrangements were pending 
to unite the companies manufacturing some 90% of the product 
of the New York fields! Two weeks later the National Salt 
Company was incorporated in New Jersey with an authorized 
capitalization of $12,000,000, of which $5,000,000 was 7% 
preferred stock and $7,000,000 was coma stock. Of this 
amount $2,400,000 of preferred stock, and $4; 300,000 of common 
stock were issued to_acquire twelve plants,’/and $450,000 in 
money., Each owner was paid for the tangible value of his plant 

in preferred stock, on the basis of a valuation made by. the other 
owners. It was stated at the time that the common stock was 
given to the owners of the wells to an amount equal to five times 
the average yearly net profits of the preceding two years.* 
Some of the manufacturers chose to take money instead of securi- 
ties for their works and in that case surrendered one share of the 
preferred and one share of the common stock received in 
the original allotment for each $100 demanded in money. The 
requisite amount of money and the working capital were ob- 
tained through a subscription managed by the Atlantic Trust 


1 68 Chron. 429. 

2 The National Salt Company acquired thirteen plants, but soon resold one, 
the Leroy. 

3 XTII R.I.C. 249. 
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Company. The subscribers received one share of preferred 
stock and one of common stock for $100 contributed.! $1,1 50,- 
- 000 was obtained in this way. The allotment was largely over- 
subscribed and the original subscriptions were cut down about 
one-half. During the first two years of the Company’s existence 
the market price of one share of the preferred and common stock 
together was in excess of $100. 

Taking into account the working capital obtained from the 
public subscription the National Salt Company surrendered 
$1,950,000 in preferred stock and $3,050,000 in common stock 
for the plants and businesses of the twelve? New York Salt 
Companies, having a capacity of about 6,150 barrels of fine salt 
per day.® jit was well known at the time and clearly recognized 
by the-ptblic and those directly concerned that the preferred 
stock was issued for actual, tangible property at a fair market 
valuation. A very careful estimate made of the tangible prop- 
erty acquired by the National Salt Company placed its value 


1 Subscription agreement dated March 6, 1899, reproduced XIII R. J.C. 251 
outlined in 68 Chron. 524. 


2 Location Approximate _ Probable 
Plant (all N. Y. State) Production Daily Capacity Value 
(barrels of 280 lbs.) 
Glen a earcn Bias sie sus ae Watkins: seni tos Grainer and Refined. . 800 $325,000° 
Cayuga Lake ...... Ludlowville ....... Retined Sreccaveys specersien4 750 250,000 
Rerteaeccrcgicsis +4 Rock Gleniy).. -.4< Grainer and Refined. . 700 140,000 
iBradleyie nice. suste: IWATSA Witty teeters Refined “wiek cawcatecee 500 150,000 
Wthacaacesc tae ets Hthaca.. rates taveee: Grammer ®iaag can seer 600 125,000 
NW QYSAW so tiae 4 cere a Wartea wid ciotecsoncns Grainer’ 5065 Headed: 500 100,000 
Empire Dairy...... WarsaWietinerstsciera). ROHMEC aitae ors tarciatedecerste 6o0t 150,000 
W. C. Gouinlock ... - Warsaw........... Grammer J.) eoceatys tae soot 60,000 
awe Yrs acicsvece sca Warsawehecaccre m/s Gramenie tia anactenn\s 500t 60,000 
Pavilioniaii + «= Pavilion ac danse Grammer SForttetss aah oe 200f 30,000 
CAT laeneaateteter sete: everr¢ Pear] Creek ...-... Grainen= roi erasaern 300 40,000 
Silver Lake wurars «i07 Perryyerts cxeschi hues’ Grain étyr cece. see 200f 30,000 
6,150 $1,460,000 


Grainer salt is coarse salt obtained by evaporation in open pans. 


3 It was stated in the public announcements that the plants acquired by the 
National Salt Company had a capacity of 10,400 barrels. This was repeated in 
the testimony before the Industrial Commission (XIII R. I. C. 249 f.). This esti- 
mate was a gross exaggeration. Of the operating capacity of 6,150 barrels, at 


least 2,000 could not be operated profitably. 


* The Glen works were distinctly the best in the consolidation, They had dock facilities, costing 
and worth upwards of $25,000, which aided much in the economical handling of coal and salt. The 
plant had a “single effect vacuum pan ” system costing considerable to install. auf 

+ The last six plants produced grainer salt in open pans, Plants discontinued within one and a 
half years. Operation too expensive. 


| 
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at $1,460,000. The common stock was issued in the belief that 
the total earning capacity of the separate plants had been about 
$600,000.!. This estimate was obviously too high as the pro- 
spectus states that the earnings were “not less than $450,000” 
and that “‘ By the proposed union, economies in the manufacture, 
transportation, and distribution of the product, it is estimated, 
will amount to not less than $150,000 per annum.” ? Weare, __ 
therefore, approximately right in saying that the National Salt 
Company acquired plants and working capital worth about 
$2,000,000, in exchange for $2,400,000 preferred stock and $3,- 
500,000 of common. The public subscribers, who acquired the 
stock on a subscription basis, paid at the rate of $2,400,000 for 
tangible property worth about $2,000,000, without any consider- 
ation for earning capacity and good-will. It would seem that 
the promotion had been conducted along most conservative 
lines. The market price of the Company, using the early mar- 
ket quotations of its securities as the basis of the estimate, was 
approximately $2,275,000. 

In the public announcements of the formation of the National 
Salt Company, it was stated that the Company would control 
90% of the output of the New York fields. This was an over- 
estimate. As previously stated the maximum capacity of the 
wells was 6,150 barrels a day and the efficient remunerative 
capacity was not more than 4,000 barrels. The Worcester Salt 
Company and the Watkins Salt Company, the two largest pro- 
ducers of salt in the New York field, were not included. The 
former had a capacity of 1,500 barrels. It had expended large 


* $3,000,000 common stock issued for five times average net earnings during 
the two preceding years. (XIII R. I. C. 240.) 

2 Plan of organization dated March 11, 1899. Reproduced XIII Chron. 250. 
Outline in 68 Chron. 524. 

* According to the evidence of the officers, no stock was issued as promoters’ 
profits. The Atlantic Trust Company, which managed the cash underwriting, 
was paid $5,750, which was charged to organization expenses. XIII R. J.C. 2 50. 

* Negotiations were under way for the purchase of the Worcester Salt Com- 
pany at the time of the formation of the National Salt Company. A price of 
$1,000,000 was demanded. This was, proportionately, far more than the price 
paid for any of the other plants. A. S. White was advised to purchase the plant 
for the National Salt Company. He refused because of the excessive price. 
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s 1 blishing its trade-mark, and such was the domestic 


Worcester Salt what was asked for other salts prepared for 
household consumption. The Watkins Salt Company had a 
modern plant with the most efficient equipment. Its maximum 
capacity was 2,000 barrels. Smaller wells, — the Remington 
and others, — would bring the competitive production close to 
5,800 barrels a day. It would appear that the National Salt 
_Company controlled in 1899 about 52% of the total capacity 

(12,000 barrels a day) of the New York wells. If the plants 
having a high operating efficiency were alone considered, the 
percentage would be approximately the same.' ~ 

The corporation was under the control of the salt manufac- 
turers. The President, A. S. White, was prominent in the 
Cayuga Lake Company and President of the old West Virginia 
Company and had been responsible more than anyone else for 
the formation of the consolidation. At least seven of the origi- 

_nal thirteen directors were practical salt manufacturers, chosen 

from among the men prominent in the constituent companies. 
The corporation started upon its career remarkably free from 
manipulative influences. _ But this conservatism did not last 
long. Its avowed purpose, as expressed in the original pro- 
spectus, was to control “the product of other salt companies in 
the states of Ohio and Michigan,” *_/ No sooner was the Com- 
pany organized than it began to carry out its design of extension. 
It strengthened its position in New York State by acquiring 
another plant and by entering into an agreement with its largest 
competitive producer to market its salt at a relatively high price. 

1 Various rough estimates of the actual control of the National Salt Company 
over the New York production have been made for the writer by men familiar 
with the salt business. ‘‘ They never succeeded in controlling 50% of the pro- 
duction in New York State” represented one extreme, and “ probably 80 or go 
per cent ” the other. The above estimate of 52 % was probably near the truth. 
It would vary somewhat according to the seasonal demands in the fish packing 
industry, the price of coal and the conditions in the Michigan field which led those 
producers to either retire from or become active in the eastern markets. As the 
price of salt would rise, the less economical plants could be pressed into service. 

2 Plan of organization dated March 11, 1899. Reproduced in XIII R. J.C. 
250. ' Outlined in 68 Chron. 524. 
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It purchased two and leased three plants in Michigan and en- 


tered into a contract with the Michigan Salt Association for the 


marketing of the product of the Assocation: Walter S. Eddy, 
President of the Michigan Salt Association entered the National 
Company’s Board of Directors. It purchased the entire stock 
of the Hutchinson Kansas Salt Company which owned, subject 
to a small mortgage,! ten salt plants producing upwards of three- 
quarters of the Kansas output. It purchased about two-thirds 2 
of the stock of the Lone Star Salt Company that then controlled 
a large part of the Texas evaporated salt. The Company 
also entered the foreign field, and caused to be incorporated the 
Spanish American Salt Company, — April 4, 1900, — which 
acquired the business of the Salinera~-Espanola Company that 
controlled the sale of evaporated salt made in Spain and Italy. 
The Spanish salt was largely used in the fish curing industry in 
Newfoundland, British Columbia, and Argentina. 

Perhaps that part of its policy of extension which proved of 
the most far-reaching consequence to the National Salt Com- 
pany was the acquisition of the United Salt Company of Ohio, 
then dominating the Ohio field, by an exchange of its own stock 
for that of the Ohio Company with a guarantee of high dividends 
for five yeqrs.® The contract is worthy of careful consideration, 
and can best be explained from a quotation, taken bodily from 
the original option. ‘For each share of stock in the United 


Salt Company purchased from the undersigned (the stockhold- 


ers of the United Salt Company) there shall be given 1.25 shares 
of the 7% preferred stock and 1.25 shares of the common stock 
of said National Salt Company, and in addition thereto said 
company shall pay for each share of the stock of the United Salt 
Company the sum of $106.25 in cash, payable in ten equal semi- 
annual instalments on the 1st days of January and July of each 

* $300,000 maturing January 1, 1912. 1900, N. S. Co. Rep. 6. 

? 1,326 shares out of total 1,950 shares. 

* The United Salt Company of Ohio was supposed to be under the influence 
of the Standard Oil Company of Ohio. F. B. Squire of the latter entered the 
directorate of the National Salt Company soon after the United Salt Company 
was acquired. The United Salt Company owned three plants at Cleveland one 


at Akron, and leased four plants in Meigs County, Ohio. Stock Exchange Appli- 
cation, Unlisted Department, dated September 1 3, 1900. 


THE NATIONAL SALT COMPANY 211 


year, beginning with Jan. 1st, 1900.”’! In brief this agree- 
ment involved the purchase of the 9,934 shares of United Salt . 
Company on the basis of five shares of National Salt Company’s 
common and preferred stocks for four shares of the United Salt 
Company, and in addition the former corporation guaranteed 
semi-annual dividends of $10.62 for five years on those shares 
of its own stocks given in exchange. This was 7% on the pre- 
ferred stock and 10% on the common stock.? Certificates of 
indebtedness, issued by the American Trust Company of Cleve- 
land, were given in exchange for the United Salt Company’s 
stock. They obligated the National Salt Company to pay 
21% a year on the stock of the United Salt Company, — $1,055,- 
487.50 during the five years, on stock of a par value of $993,400. 
It is doubtful if the United Salt Company’s stock was worth 
more than its par value. 

Through these various transactions the issued capitalization 
of the National Salt Company increased from $5,900,000 to $11,- 
806,250. Controlling, as it did at first, about 52% of the New 
York production or 17% of the country’s output of evaporated 
salt, without any influence outside of New York State, it gradu- 
ally extended its control until by the middle of 1900 it had the 
nominal control at least of the New York, Michigan, Ohio, 
Kansas, and Texas fields.’ It was marketing about 73% of the 
evaporated salt produced east of the Rockies, or about 67% 
of the total of the evaporated salt of the country.‘ President 


1 Agreement of United Salt Co. stockholders and National Salt Co. dated 
Cleveland, Ohio, July 20, 1899, paragraph 2. 

2 This was directly stated by the National Salt Company. “ This agreement 
of July 20, 1899, contemplated the payment semi-annually, for a period of five 
years, of a sum of money which would be the equivalent of seven per cent per 
annum on preferred and ten per cent per annum on common stock of National 
Salt Company... .”’ Stock Exchange Application, Unlisted Department, 
National Salt Company, No. 2, Supplemental Statement. 

3 The following is taken from the special Census Report of Manufactures for 
1905. Part III, page 517. 

Proportional production in different states for 1900: 

N. Y., 32.2%}; Mich., 34-3 %5 Kansas, 10.8%; Ohio, 9.6%; Utah, 1.5 %; 
Cal. 4.2%; Tex., 2.1%; W. Va., 1.5 %; other states, 3.7 %. 

4 President White gave the estimate as 85 to 90% of the control east of the 
Rockies. (XIII R.I.C. 249.) He stated it as “ more than ninety per cent ”’ 
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White estimated that the Company was marketing upwards of 
ten million barrels of salt during 1900, of which 4,850,000 barrels 
were produced at plants owned by the Company and 5,150,000 
barrels were purchased.!_ A very large part of the salt purchases, 
certainly nearly four million barrels, came from the wells of the 
members of the Michigan Salt Association.? From these facts 
it Is obvious that the management of the National Salt Company 
contemplated a monopolistic control of the salt market of the 
country and appeared to be rapidly attaining its goal. 
This purpose was further indicated by the Company’s price 
policy. There seems no doubt.but.that.prices of salt increased 
some 20% from 1899 to 1900, and about. 163 % from 1900 to 
-rgor.* Viewing the matter broadly, the net price of salt at the 
point of production was between 4o and 50% higher two years 
after the National Salt Company came into existence than it 


in the stock exchange application. (Unlisted, dated September 13, 1900.) These 
estimates are rather high as the Michigan Salt Association, which marketed through 
the National Salt Company and the Company’s own five Michigan plants con- 
trolled only from 70 to 80% of the Michigan output. The Company had about 
the same proportional control in Kansas, Ohio, and Texas. The most exaggerated 
estimate was the report (probably inspired) published in the Commercial and Finan- 
cial Chronicle that the Company’s control was “ equal to about 95 % of the coun- 
try’s output.” 69 Chron. 853. 

* Report to New York Stock Exchange, Unlisted Department, dated September 
13, 1900. 

* Indirect evidence of this in statement to Commercial and Financial Chronicle 
at the time the Michigan plants were acquired. (69 Chron. 853.) Stated to be 
true by an excellent authority. 

* The prices of salt must be estimated in terms of net prices at the salt wells, 
as prices at points of consumption are made up largely of freight charges. The 
following figures represent the Michigan Salt Association average annual prices 
per barrel of 280 pounds of fine salt, f.0. b. Saginaw. During 1900 and IQOI, 
prices elsewhere corresponded closely with the Michigan prices, so that the increase 
there was typical of the increase elsewhere in the country. Records of the Associa- 
tion. The 1901 price was an estimate by President White of the National Salt 
Company in testimony before the Industrial Commission. XIII R. J.C. 2 54- 


Price Price 
Year per barrel Year per barrel 
TSOSy Bache Sekek ev ee $0.4457, TOS, jcoittonh aks ccere eaee $0.43,8, 
TE SOANa heetce ne oe ee 5i TSO ccpaes ne Meee eee 384 
TOO HM cracker aR 48%, LQOO Herter. serve 47 
TSOQOME cr. tee 401 TOOTs(ADOUL) Ree renee 55 
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was at the time of its organization. One especial condition 
favored the Company’s price policy. The demand for salt is 
inelastic. In the kitchen or the packing house the cost of the 
salt is so low, comparatively, that a rise of fifty or more per cent 
in the price has no effect upon the demand. People use quite as 
much salt when the price is high as when it is low. The Com- 
pany did exactly the same thing that the National Cordage 
Company sought to do, some twenty years before; it tried to 
fix the price of a stable commodity produced nominally under 
conditions of free competition, by a control of the country’s 
sources of supply. The Company increased its actual owner- 
ship of plants throughout the country and bought, at excessive 
prices, the output of competitive manufacturers. By exactly 
the same means did the National Cordage Company seek to 
accomplish the same end. 

The first year of the Salt Company’s business was successful 
financially. As early as July, 1899, the officers reported to the 
Commercial and Financial Chronicle that “ the report of opera- 
tions from April 15 to July 1, 1899 showed earnings at the rate 
of 7% per-annum on the preferred stock and over 10% on the 
common.’’! /After paying the regular dividends on the pre- 
ferred stock for’the first nine months, the Company showed an 
item of $303,144.88 carried to the surplus account of January 1, 
1900.” This was at the rate of $605,800 a year. At the time of 

pa it was stated that the earnings of the constituent 
wells were in excess of $450,000 a year, and that the economies 
Sj of consolidation would add at least $150,000 more. This ex- 
| perience of the National Salt Company is possibly unique in the 
_ histories of our industrial consolidations, in the fact that the 
earnings at the time of promotion... By July 31, 1900, the Com- 
pany had accumulated a surplus of $654,664.56 after payment 
of its regular 7% dividends on the preferred stock, and 6% on 
the common stock, and after having met the regular instalments 
on its certificates of indebtedness carried in behalf of the United 


1 69 Chron. 230, July 29, 1899. 
2 1900 N. S. Co. Rep. 8. Reproduced XIII R. J. C. 259. 


earnings.of_the first year were identical with theprophesied = / 
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Salt Company’s stock. By January 1, 1901 the surplus had 
increased to $778,949.32,! after over $200,000 had been deducted 
on account of depreciation and the regular charges had been 
fully met. During this time the preferred and common stocks 
of the Company were quoted regularly on the New York Stock 
Exchange. Their prices were relatively high and without con- 
siderable fluctuations.2 By all these signs the Company was 
extremely successful. 

Its difficulties, however, lay in two directions. They were 
“not easily recognized, but were cumulative in their effect. The 
Company was staggering under the burden of the contracts 
entered into in order to obtain its wide-spread control of the 
market, and this control was slipping away from it as new com- 
petitors sprung up on every side. Like the National Cordage 
Company, the National Salt Company sought to maintain 
excessive prices by purchasing the plants and the products of 
its competitors. The task was too great. At first successful, 
its very success stimulated competition. .Like—the—cordage 
monopoly, maintained by manipulation, the salt monopoly fell 
to pieces almost the moment competition made itself felt. The 
condition was clearly and succinctly expressed by Mortimer F. 
Fuller, later President of the reorganized consolidation, in speak- 
ing of the condition of the National Salt Company in 1gor, 
hardly six months after the publication of its very favorable 
report covering the business of 1900: — “‘ Certain unwise trade 
agreements were in force between the National Salt Company 
and various independent salt producers. These agreements 
stimulated a large over-production of evaporated salt, which in 
turn caused a serious decline in prices, and eventually resulted \ 
in the bankruptcy of the National Salt Company in 1902.73 > 

The apparent success of the National Salt Company attracted | 


1 tg00 N. S. Co. Rep. 8. Reproduced XIII R.I.C. 259. 
2 April, 1899. Beginning of the Company, preferred, 78; common, 40. 
1899. Preferred, low, June, 73; high, July, 79. 
Common, low, April, 40; high, June, 49. 
1900. Preferred, low, August, 63; high, March, 78. 
Common, low, September, 39; high, April, 48. 
3 r910 I. S. Co. Rep. 6. 
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the attention of E. L. Fuller, then prominent in the mining or 
rock salt branch of the industry.1. He had obtained control of 
a combination of four salt mines, known as the Retsof Mining 
Company, and he wished to extend the operations of the Com- 
pany into the field of manufactured salt from brine. Mean- 
while A. S. White, being confident of at least the temporary 
success of the National Salt Company, had gradually sold his 
preferred stock and purchased the common stock at much lower 
prices until he had acquired a considerable block of the common 
stock. At this point E. L. Fuller offered to buy this common 
stock at a good deal higher price than that paid for it, provided 
White agreed to retire from the salt business after Fuller had 
brought about a union of the Retsof and National Companies. 

The capitalization of the Retsof Mining Company consisted 
of $2,500,000 in 5% bonds and $3,600,000 in stock upon which 
4% had been paid. To acquire these securities, as well as those 
of the National Salt Company, ‘ESL Fuller caused. to be incor- 
porated, “August” B25) 1901, the International Salt ‘Company of | 
~ Jersey. ~The plan of ‘incorporation explicitly stated it to be the 
intention of the new Company to acquire a majority of the stocks 
of the Retsof and National Companies — “‘ properties or secu- 
rities of Canadian salt companies, some minor salt plants in 
the United States, the salt companies of Porto Rico, and the 
salt industries of Great Britain.’’? It appears that E. L. Fuller 
had become impressed with the success with which the Standard 
Oil Company had gradually obtained a world control of the 
petroleum industry and he wished, apparently, to achieve the 
same result in the salt industry. 

The International Salt Company had an authorized capitali- 
zation of $30,000,000 in stock and $12,000,000 in bonds, all of 

1 Fuller had been a coal dealer. He controlled a salt mine known as the 
Lehigh. Its product was of inferior quality. In the vicinity was the Livonia 
mine, the product of which was considered excellent. Fuller made arrangements 
with certain wealthy stockholders of the Livonia mine to unite the two companies. 
Subsequently the Retsof and the adjoining Greigsville mine were taken into the 
combination and the name was changed to the Retsof Mining Company. Fuller 
was the President of the Company. The name of the Retsof mine was derived 


from that of its founder, one Foster, spelled backward. 
2 Plan of organization, I. S. Co., dated September 18, rgor, p. 3. 
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which was to be used to acquire, through exchange, the stocks 
and bonds of salt companies in this country and abroad. In 
order to be sure of first securing control of the National and the 
Retsof Companies the officers entered into an agreement with a 
syndicate managed by Oakleigh Thorne to secure the exchange 
of a majority of the National and the Retsof Companies’ stocks 
and to furnish at least $1,000,000 in working capital. This _ 
syndicate agreement has become somewhat notorious in fmancial 


2 rae oa ret Nt, 


~ history, 0 owing to the fact that the the syndicate “members received, 
Ss “commission, apprcximately ‘one-third of the issued “stock ‘of 
“the new company. Ostensibly under date of September ‘14th, bie 

“the International Salt Company, organized three “weeks before, 
sent a letter to the Board of Directors of the National Salt Com- 
pany offering to give $1,000 in International Collateral Trust 
5% bonds and $100 in the new International Company’s stock 
in exchange for every ten shares of National Company’s pre- 
ferred stock. In the same proposal the syndicate offered to give 
one share of International stock for every share of common 
stock. Copies of the letter were transmitted to the National 
Salt Company’s stockholders with the recommendation of the 
Board of Directors, signed by the President, that the offer be 
accepted.! A similar proposal was made to the bond and stock- 
holders of the Retsof Mining Company by which the syndicate 
offered to acquire the bonds on the same basis that they acquired 
the National Company’s preferred stock and the single class of 
Retsof stock on the same basis as that of the National Com- 
pany’s common stock. 

There were outstanding such securities of the National and 
Retsof Companies that approximately $7,500,000 in the bonds 
and $11,156,250 in stock of the International Company would 
be used in the exchange, provided the new company secured all 
the outstanding stocks of the old companies. The Thorne 
syndicate received $7,500,000 in bonds and $18,750,000 in stock. 
The balance of over $7,000,000 in stock was to go to the syn- 
dicate, in payment for commission ‘“defraying organization 


1 Letter from National Salt Company to its stockholders dated September 28, 
tgo1. Outline of whole plan in 73 Chron. 724. 
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expenses and furnishing a cash working capital for the Inter- 
national Company to the extent of at least $1,000,000." The 
International Salt Company, being only a holding company, had 
little use for ‘‘ working capital,” unless it was to make advances 
to its subsidiaries which the stockholders were given to under- 
stand were well fortified with liberal surpluses. _ At all events _ 
no accounting was made by the International S: Salt ‘Company 


Te Sera 


"_to its stockholders of anymoney_received directly. from_the 
~ Thorne “syndicate. The terms of exchange may be seen from 
“the table given on the next page. 

From this table it is clear that the outstanding securities were 
increased from over $18,000,000 to over $26,000,000. The 
fixed charges on bonds increased from $125,000 to $375,000 
although the fixed and contingent charges ahead of the common 
stock decreased from $475,000 to $375,000. A reduction of 
charges was the chief argument used to persuade the National 
stockholders to exchange their securities, but it could hardly be 
regarded as real if accomplished by tripling the fixed charges. 
And the National Company’s preferred stockholders could well 
take the position that the new International Company’s bonds 
were even less desirable than their own stock, that being a first 
lien of smaller size upon what appeared to be the most valuable 
of the International Company’s assets. Many of them believed 
that either they were being led into a disadvantageous exchange 
or else were being deceived regarding the true conditions of their 
Company’s affairs. As things developed the exchange may be 
considered as highly advantageous to them considering ‘the 
difficulties that confronted the National Salt Company. 

The reorganization resembled others, — such as that of the 
National Starch Manufacturing and the Glucose Sugar Refining 
Companies, —in which the primal motive was to extend the 

control over a wider field of the industry. In all these cases the 
total par value of the outstanding securities was increased and 
the charges decreased only slightly if at all. The motive of such 
reorganizations was extension of control rather than financial 
rehabilitation and no need seemed apparent for reducing the 


1 Plan of Organization, I. S. Co., p. 2. 
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capital liabilities or the fixed charges. The larger share of the 
market anticipated for the reorganized combination seemed 
a substantial basis upon which to expect larger profits. 

In less than a month after the circular letter was sent out 
offering the exchange to the National Company’s stockholders, 
a majority of the stock had been deposited. From reference 
to the stock exchange transactions it would appear that a rela- 
tively small volume of the stocks were traded in, so that fully a 
majority must have been held by the men close to the manage- 
ment.!_ From subsequent reports it seems that the International 
Company acquired through the syndicate agreement $2,970,900 
out of a total issue of $5,000,000 preferred stock, and $4,351,200 
out of a total issue of $7,000,000 of the National Company’s 
common stock. This amounted in all to five-eighths of the out- 
standing capitalization. The International Salt Company also 
secured $2,367,900 out of $3,600,000 of the Retsof stock, or 
approximately two-thirds of the issue.” The new consolidation 
therefore began with a liberal working control of the National 
and Retsof Companies. 

A minority of the stockholders of the National Salt Com- 
pany had refused to accept the terms of consolidation offered by 
the International Salt Company and entered into negotiation 
with E. L. Fuller in order to secure more liberal terms. Much 
of this minority stock was then held by parties who had acquired 

“it on the eve of the reorganization, and who hoped to obtain a 
profit by refusing to exchange their securities, and, by retarding 
~ the reorganization, compel the management of the International 
Salt Company to purchase their shares at an advance.’ No 


1 President White testified before that from 20 to 30 % of the stock was repre- 
sented by the Directors. XIII R. J.C. 264. There is every reason to suppose 
that the Directors actually controlled more than this. 

2 1910 I. S. Co. Rep. 4. Subsequently the International Company purchased 
for $2,299,200 in stock and $161,220 in cash, $1,221,100 out of the remaining 
$1,232,100 stock of the Retsof Company. Jbid., p. 6. The terms of this trans- 
action were at least twice as favorable to the minority interest as those offered in 
the original plan of exchange. 

“% The Wall Street district was discussing at the time the very large profits secured 
by certain speculators who had bought up a minority interest in a prominent in- 
dustrial corporation about to be absorbed by another, and had exacted onerous 


f 
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__ settlement was effected. In February, 1902, a protective com- 


mittee was’ formed from among these minority preferred stock- 
holders of the National Salt Company. It asked for deposits of 
stock and the payment of fifty cents a-share to enable the com- 


“mittee to protect the minority interest.1 
~~Proceeding to carry out the purpose for which it was formed, 


the International Salt Company acquired, early in 1902, the 
entire stock of the International Salt Company of Lllinois, a 
distributing company for the products of the National and Ret- 
sof Companies. The price paid for the Company’s $1,000,000 
of stock was $1,330,000 in bonds, together with some money. 
From subsequent operations of this Company it is absolutely 
clear that it was not worth anywhere near as much as the par 
value of the bonds given in exchange.2 The International Salt 
Company acquired, too, in 1903, the Port Huron Salt Company, 
a producing company owning four small wells near Port Huron, 
Michigan, and a three mile branch railway. For this piece of 
property the International paid $200,000 in bonds. These 
represented the extensions of the International Salt Company. 
The intended control of the salt industries of Porto Rico and 
Great Britain never materialized. In the meantime the storm, 
for some months gathering around the National Salt Company, 
began to assume threatening proportions. 

_ The National Salt Company was no longer able to maintain 
monopolistic prices of salt, due to over-production and the in- 
crease of competition. During the calendar year of 1900 the 
‘Company paid 7% on the preferred stock, 6% on the common) 


‘ 


stock, and, after liberal charges to depreciation, had shown an | 


terms from the majority interest. Several times already in these studies it has 
been noted that a minority interest, usually acquired by speculators, has sought 
to impede or prevent a reorganization in order to take advantage of a corporation’s 
predicament and drive as hard a bargain as possible. 

1 Agreement, Henry K. Pomroy, H. Arthur Pomroy, George F. Dominick, Jr., 
Committee; Chas. T. Terry, Counsel; N. Y. Security & Trust Company, De- 
pository. P. 1. 


2 See summary of operations of the western group, of which this was the most 
important distributing agent in 1910. ‘I. S. Co. Rep. 9. 


3 r910 I. S. Co. Rep. 4. 
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_ Increase in surplus of over $100,000. During 1gor the National 


Salt Company made a net profit of $297,000 in various of its | 


; 


_ branches but suffered a loss of $275,000 through its contract with — 


the 


the readjustment of the United Salt Company’s accounts.! 
Altogether the book surplus of over $775,000 was reduced in 


one year to a book surplus of less than $70,000, a total decrease 
of over $700,000. Soon after the publication of this dis- 


couraging report, 


Nathan S. Beardslee, who had succeeded 


A. S. White in the presidency of the National Salt Company 
issued a statement that the “company had no surplus or 
money it could distribute as dividends and it cannot be stated 
when the Company will have enough earnings to allow it to 
declare dividends.” The deficit was directly attributable to 
the burdensome contracts with the Michigan Salt Associations _ 
which 1 required t! the 1e National Salt.Company. to purchase upward 
~ Of 2,000,000 barrels of salt a year at prices considerably t In excess 


of the “market price. The new.President remarks” that~the 


“existing debts were created before the present officers came 
into power.’ * 


They were, in fact, the outward indication of 


1 The following is an outline of the financial report of the National Salt Com- 
pany for the year ending December 31, 19or. 


ProseNew ork Department: sae ccnnns seen ecole wee $290,581 
Administration expenses, New York Department........ 100,445 
Net profit, New York Department ..................+- $130,136 
Dividends and miscellaneous income................00+% 156,465 


otaleprontee. -cri 


LATHER ESO ONE LOM NAM OoOO eet $286,601 


Toss Michigan Department: is....66cis.621 0 lcie010 8 oereieie's sole 275,738 


Total net income, National Salt Company ............. $10,863 
Subsidiary. companies’ profit ........0.0¢-00seesss.nes 28,052 


Net income, National Salt Company and subsidiaries ... $38,015 
Book surplus, December 31, 1900 ..........+.-+eeeeeee $778,040 
Sundries not credited in 1900... iwc cee ees 58,510 
Net income, December 31, 1901.........---+-+-eeeeees 38,015 


GRAD TO 654 co ob COU ee DD OOO px OI Co $876,374 


gE rroneous credit to sur 
, year ending 


Divitent 2 PEE 


Deductions from surplus 


lus for profit United Salt Com- 
JACEMDEP GT WLQOO oo see eee ee $155,314 
en Tonto OC Oe op SB Oo 6 SAO BIE 651,172 


PEs hbterstaes tL gh O eerie. 9 ale» $806,486 


Net surplus, December 31, 1901 ......---- $60,888 


Redemption bonds, subsidiary company 
Balance carried forward 


40,000 
29,888 


Digest of report in 74 Chron. 678. 


2 Summary in 74 Chron. 678, March 29, 1902. 


3 74 Chron. 678, 


ichigan Salt Association and a loss of $155,000 through © 
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far extending clouds, which although long on the horizon were 
now beginning to assume ominous proportions. 

The first suggestion of difficulties had arisen in April, 1901, 
when a minority stockholder of the United Salt Company of 
Ohio applied to the court.for the appointment of a receiver on 
the ground that the Company was being mismanaged. by. the.. 
National Salt Company.’ Receivers were. presently appointed. 
When the National Company f found its control of the salt busi=~ 
ness rapidly slipping away, it determined to relieve itself of the 
onerous terms under which it ek red the United Salt Com- 
pany. It defaulted its July, 1901 (p yment) of the Certificates 
of Indebtedness, and sought to repudiate the original contract 
with the United Salt Company on the ground of illegal. restraint 
of trade.t /In defense the public holders of the Certificates of 
Indebted ess, whose claims would be destroyed if the United 
Salt Company’s contract was annulled, obtained from Judge 
Dickey, at a special term of Supreme Court, an injunction pre- 
venting the National Salt Company from transferring the assets 
of the United Salt Company to the International Salt Company.! » y 

In August, 1902, the affairs of the National Salt Company 
had reached such a condition that a large part of the securities 
of other salt companies, held in its treasury, were offered for sale 


1 \t900 N. S. Co. Rep. See account of conditions. 


272 Chron. 725. It had been reported at the time the Ohio Company was 
acquired by the National in 1899 that all the stock had been deposited under 
the collateral trust agreement. 


’The instalments on the Certificates of Indebtedness had been regularly paid 
for a year and a half. The National Salt Company had admitted their legality 
in the supplement to the New York Stock Exchange Listing Application, signed 
by President White. The defense set up by the National Salt Company appeared, 
in view of the original intentions of the National Salt Company, somewhat 
humorous, had it not been for the fact that some of these Certificates had been 
offered by Stewart Barr and Company at 115 % as “ first class, very remunerative ” 
securities to small investors. (See circular of Stewart Barr and Co. , 96 Broadway, 
p. 12.) The bill of complaint was to the effect that the United Salt Company and 
the International Salt Company had conspired in restraint of trade. It asked 
the Government to set aside the contract upon which the Certificates of Indebted- 
ness Tested. 


( th Chron. 960. 
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at auction and bid in for $450,06 OJ by agents acting for the In- 
__ternational-Salt-Company. A short time afterward a judgment 
for $238,098 was entered by default against the National Salt 
Company in favor of M. M. Belding, Jr., on notes payable on 


demand to the International Salt-Company. During the first 


six months of the year the Company had lost over $2 50,000 on 


its contracts with the Michigan Sa It Association, and the entire 
business had produced a net deficit of $174,714. Thus the cur- 


that aie Magie of New Jersey appointed receivers for 
the National Salt Company on September 29, 1902. The insol- 
vency of the Company was evident from the statement of 
June 3oth. This receivership was important, from the point 
—of-view.of the International Salt Company, not only because of 
the protection it would afford its its ; subsidiary i in distress, but also 
because it would hasten the dissolution of the Company. A 
judicial sale of the assets of the National Salt Company would 


enable the International Salt Company to acquire possession 
of the Company’s property without “ settling” with the minority _ 
stockhold 


- Other litigation arose. The minority preferred stockholders’ 
Committee, mentioned above, brought suit to recover $1,605,- 


1 5,000 shares Anchor Salt Company. 
1,932 shares Lone Star Salt Company. 
2,000 shares Hutchinson-Kansas Salt Co. 

250 shares J. T. Ewing Salt Co. 
36 shares Walton Salt Association. 

75 Chron. 397. 

2 75 Chron. 736, October 4, 1902. J. Dobson Good, President of the Good 
Audit Company, in an affidavit to the New Jersey Court, upon which the receiver- 
ship proceedings were based, reported; ‘‘ Current obligations, June 30, 1902, includ- 
ing those due within sixty days, $1,150,136, quick assets, $858,418; deficit, $291,718. 
During the six months ending June 30, 1902, the Company lost on its business 
$174,714. Contracts with the Michigan Salt Company and others require the 
purchase of upwards of 2,000,000 barrels of salt a year at prices so much over the 
market that the National Company lost thereon more than $255,000 in the half 
year. ‘These contracts run to March 1, 1904. The Company has on hand more 
than 1,000,000 barrels of salt for which no market can be found at reasonable 
TALES eke) 3 
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487 from the former Directors of the National Salt Company on 
the ground of wrongful acts.! Much discussion took place as 


to whether the Receivers of the Company..were working for the 
“interest of its stockholders..or.for..the interest of the dterna-_ 


tional Salt Company,., .Qwing to the large minority stock out- 


statiding these interests were not identical, so that when the 
various salt works in New York State were sold, by order of the 
Court, on September 15, 1903 for $337,500 to agents acting for 
the International Salt Company,? the Pomroy Committee ap- 
pealed to the Court not to confirm the sale, on the ground that 
a conspiracy existed between the Receivers.andthe—holding 
‘Company to defraud the minority stockholders of the National 
‘Salt Company:"The Court, in response, refused to confirm the 
“sale, on the ground that the price received was inadequate. It 
seemed that an appraiser had placed a value of $1,149,200 on the 
plants and had judged them worth $694,200 at forced sale.* 
Efforts were made to set aside the judgment of $238,098 against 
the National Salt Company, previously secured by M. M. Beld- 
ing, Jr., acting for the International Salt Company, on the ground 
that the debt was contracted in order to pay unearned dividends. 
___All these efforts of the dissatisfied security helders -procured 
little permanent advantage. An agreement between the Na- 
tional Salt Company and the United Salt Company was finally 
reached, in which the two corporations were separated*and the 
National Salt Company was relieved of its obligation to fulfill 
the contract with the United Salt Company under the onerous 
conditions involved in its Certificate of Indebtedness.6 Un- 
fortunately, however, the public holders of the Certificates had 
little security behind them except the stock of the National Salt 
Company, then almost worthless. Litigation over these certif- 
icates continued and was not finally settled until rorz.6 The 
_ 1 $1,055,000 on account of the Certificates of Indebtedness issued in exchange 

for the United Salt Co., $400,000 paid for alleged worthless patents and $150,000 
excess above true value paid for the old Leroy plant. 

2 77 Chron. 773, September 26, 1903. 

* 78 Chron. 823. See Strickland v. National Salt Co. et al., 88 N. J. Suppl. 323. 

4 77 Chron. 1207. 


5 77 Chron. 2342, December 19, 1903. 
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QUESTIONS ON TEE Soff COMPANY. 


What were the terms of fth¢ Michigan sclt Association? How did 
it compare With the otHer amportint pool herctofore studied? 


Criticize Dewine's strtement middic of first prrograph, p. 2067 
"We are, therefore," etc, 


Explain the facts and mathematics of the purchase of the U.S. 
Salt Companytes Stock by the National Salt Company. 


In how manyycompanies thus £8r studied was business successful. 
for Gus yeas after consolidation;s — two yerrs three years? 
five years: Tt Nek Cnt 

Draw a chart of the salt mining coiipranics,"¥ similar to that 


prepared by Dewing for the Glucose Companics, 


Compare the consolidations thus far studied on basis of method 
of approaching controlling interests in the constituent companies 


Summarize in tabular form all the syndicate operations thus far 
described. 


Enumerate the cases thus for studicd where minority interests 
have sought to impede reorg-nizations, 


What, do.you suppose, was the cause of ontering “erroneous 
credit,etc.", note page 2277 


Explain the strategy of the litigntion of the minority stock- 
holders of the Nationsrl Salt Comprny step by Btepy ms 
lier e | : fuck 


What is the psychologic.l lesson of this chapter? ewsrd than 
: fa eft 
ie wha dd 


What conclusions can you drow from the cases thus far studied as 
to the necessity for 2nti-trust litigntion? 


| Meanptee Diif-g ¥ yume $e 
wok C46 ~ 
ges Bat at inno ol Com¥? joa geek ES AA 


cea eee rica Yat Covty Go ET MT 


[y Riwandiv = goer of da Rie! WTE " 4, f-/ 3-9 
8 EON | Deitd | - 149 
rrtebtrcrte tte ne” ae Mahie® | {d+ 

js A Sere pari PP aera ee Ly 


Ho. 1V 16 


FS beshist 1993 - ' 4 | aa Te 
bie. per i Sete | 
ime ae ae | pecenet oe neh. Jath 


eens EK 
# rh. doy. 147) 
Cinbral Seaibevinrefd | AZ sony Qlanhs (#206 


haved Auv4, Leaot 


Nort dtarch my lo pat SP ha 

Mere PIG. Orntdhey Sats Us 

/F oe ba-6¢. dprecriaa Conn dal 

Pat. . aCe (% be Lhunrhig Sty of Ohi 
vet 4 4 


Oy ee | 
| a ded | 

Mcesud : ne | fe fevs a 
(Foe F7-0h 


THE NATIONAL SALT COMPANY 225 


injunction sought by the minority stockholders of the National 
Salt Company to have the Receivers removed and to prevent 
the sale of the New York salt wells was denied April 25, 1904." 
Accordingly the property was widely advertised and offered for 
public sale again.2 At the time appointed by the Court there 
was very little interest shown in the sale and President E. L. 
Fuller of the International Company bid in the property for 
$193,310, less by $100,000 than the price received at the earlier, 
unconfirmed sale2 On December 28, 1904, Vice-Chancellor 
Stevenson signed an order dissolving the National Salt Com- 
pany. The litigation over the Certificates of Indebtedness, 
issued in connection with the purchase of the United Salt Com- 
“pany, delayed the final liquidation of the Company’s remaining 
assets; but the business of the Company passed finally into the 
“hands of the International Salt Company. 

The subsequent fortunes ol the International Salt Company 
have little to show that is of interest. Harassed by agressive 
competition on all sides, and with the handicap of high rates of 
interest on its capital, it has been able to earn a meagre profit. 
In 1910 some of its properties in the West that had proved a 
burden were disposed of, and now the Company confines itself 
to the New York field.‘ 

The failure of the National Salt Company affords one of the 
best examples of the evil results of an effort to raise prices through 
“an attempt to control the total production. of the country. The 
“National Cordage failure was due to manipulation in all direc- 
tions, the raw material, the finished product, and the market 
for the Company's securities. “The National Salt Company’s 
failure was due entirely te futile efforts to control the supply of 
a commodity the competitive production of which was inevitable, 
by the very nature of its manufacture. Encouraged perhaps 
by the measure of success attending the long history of the 


Michigan Salt Association the originators of the National Salt 


1 78 Chron. 1552. 

2 New York papers. See description of property, New York Evening Times, 
March 30, 1904. 

3 78 Chron. 2015, May 28, 1904. Sale confirmed. 79 Chron. 216. 

4 1910 I. S. Co. Rep. 13. 
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Company believed themselves able to secure a high monopoly 
profit through a nominal control of the supply. Taking advan- 
tage of the inelastic market, the Directors of the National Salt 
Company reasoned that the earnings of that Company would 
increase proportionally with the increased price of salt. An 
increase of price could be secured only through an agreement 
with other manufacturers. To secure such an agreement the 
Directors entered. into.contraets-for-the.purchase of the product 
_of other manufacturers. These contracts could prove e profitable 
only if the salt prices were successfully maintained on a high 
monopolistic level. For a year and a half their plan was attended 
with unqualified success. With an actual capital investment 
of hardly more than $2,000,000, the National Salt Company 
secured a net profit at the rate of well over $1,000,000 a year. 
But the very-eondition_of- high prices attracted new and aggres- 
sive competition. Over-supply was followed by falling prices, 
and the National Salt Company found itself unable to sell its 
rapidly accumulating stock of material. Efforts were made to 
~ extend its control through the formation of a holding company, 
but these efforts achieved no lasting benefit. The interests of 
minority stockholders, who refused to exchange their shares. ore 
the securities Of the holding Company, were entirely. extinguished _ 


nent oe 


in the Bankruptcy. and final liquidation of..the. National. Salt _ 


CHAPTER IX 


THE UNITED STATES REALTY AND CONSTRUCTION 
CoMPANY 

The business of the George A. Fuller Company, 227; organization of the George 
A. Fuller Company of New Jersey, 228; the real estate companies entering the 
United States Realty and Construction Company, 230; promotion of the United 
States Realty and Construction Company, 230; Hallgarten syndicate, 232; value 
of assets of the Company, 233; early decline in value of Company’s securities, 
235; dissolution of the Hallgarten syndicate, 238; false methods of accounting, 
239; disputes with labor organizations, 240; first plan of reorganization un- 
successful, 244; final and successful plan of reorganization, 246; summary of 
causes of failure, 248. 


CHRONOLOGICAL SUMMARY 


r901. Organization of the George A. Fuller Company of New Jersey. 
1902. Promotion of the United States Realty and Construction Company. 
1903. Early failure and dissolution of Hallgarten syndicate. 
1904. First plan of reorganization unsuccessful. 

Final and successful plan of reorganization. 


Tue business of a real estate and building construction com- 
pany may show distinct differences from that of a manufacturing 
company, but the points of resemblance are so striking that a 
comparison is valuable. Building construction, perhaps, more 
than any other industry, is susceptible to marked changes from 
periods of pronounced depression to periods of pronounced 
business activity. _It is universally recognized that building 
operations increase during periods | of expansion, and decrease 
or cease almost entirely during periods of depression. Thus 
the history of the United States Realty and Con truction Com- 
pany and its parent, the George A. Fuller Company, assumes 
interest in connection with general economic problems. 

The George A. Fuller Company was originally an Illinois 
corporation engaged extensively in the construction of steel 
fireproof buildings. Beginning in a small way, it extended its 


business into the larger eastern cities. As the business grew, 
227 
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it became the practice of the construction company to take 
the stock and bonds of. real estate companies in part payment 
for labor and material, i y the way that the New England 
~m achinery companies take. the stocks of cotton mills in par 
payment for equipment or. electrical machinery companies take 
* the bonds of | local lighting and. traction companies... Entered into 
at first as a means for stimulating construction, this part of the 
business grew so rapidly that the Company found it necessary 
to have access to considerable amounts of capital. Accordingly, 
a New Jersey corporation of the same name was formed on 
March 30, 1901, which took over the assets of the Illinois Cor- 
poration.! The interest of prominent New York bankers was en- 
listed, among them James Stillman, President of the National 
City Bank, and Henry Morganthau, President of the Central 
Realty Bond and Trust Company: The dominati g spirit of 
the Fuller Compan i 


a Canadian by birth, who owed his position to the oe ani fe 
ad married into the Fuller family. He was successful in en- 
“listing the cody cobperation.of.other-praminent, men, but possessed 
~ himself less than ordinar Vorrerscosess 
“Tt was announced at the time the N ew York Stock Exchange 
listing application was filed that the George A. Fuller Company 
of Illinois had “ securities, contracts, and property readily 
convertible into cash valued at $2,150,000.” The tools, machin- 
ery and good-will, “ the value of which was dependent upon the 
continuance of the business of the corporation,” was valued at 
$10,000,000. The promoters furnished $2 850,000 in cash 
making the net quick assets $5,000,000. Against this property 
was issued $5,000,000 in 7% preferred stock and $10,000,000 in 
common stock. In addition there were $5,000,000 of common 
stock not then issued, but which “may be issued on order of 
directors.” * It would, therefore, appear that the George A. 
Fuller Company of New Jersey had issued preferred stock for 


1 Brief notes in 72 Chron. 678. 

? Listing Application, New York Stock Exchange. Digest in 74 Chron. 1087, 
‘May 24, 1902. 

> Ibid. 
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its net quick assets and common stock for its tools and good- 
will. There is every reason to suppose that the net quick assets 
were worth above $5,000,000, and its “ good-will ” was certainly 
valuable owing to its high reputation for the construction of 
steel buildings. 

According to the information furnished the Listing Committee 
of the New York Stock Exchange, the Company entered into 
thirty-eight contracts for building construction during the.first«. 


4 
year of its existence. These contra lled for the payment of | eo 
over $26,000,000. ‘During the year its profit and loss account 

showed net income of over $1. 500,000, and after having paid the 
regular dividends on its preferred stock and charged over 
$400,000, to depreciation, the Company was able to carry $580,- 
506 to surplus account. The balance sheet at the end of the 
year, March 31, 1902, showed nearly $2,000,000 in net quick 
assets, and about $4,000,000 invested in the bonds and stocks 
of buildings which the Company had constructed. There is 
every reason to believe that this favorable showing was reliable, 
but it should be remembered also that the year covered by the 
Company’s business was a period of marked expansion. It 
marked the culmination of heavy building operations following 
the large expansion of trade that had started in 1897. It 


should not, therefore, be taken as an index of the Company’s 
normal earning power. 


rompted_partia b he initials ASS..€ e-Fuller-Gom-. 
pany, partially by the ambitio is ions 
in real estate, and partiall i “ consolida- 


tion movement,” the promoters of the construction.Company 
ow sought to enlarge their operations in New. York real estate. 
“By the middle of July, rumors were current to the effect that a 
new consolidation was being arranged “ with a capital stock 
probably not to be less than $65,000,000.” !_ By August 1, the 
plans were sufficiently formulated for details to be given to the 
public. It was proposed to unite the Fuller Company with 
three réal estate corporations, all operating in New York City, 
the Alliance Realty Company, the New York Realty Corporation, 


1 75 Chron. 188. 
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and the real estate interests of the Central Realty Bond and 
Trust Company. ” 
In the subsequent negotiations, the Alliance Realty Company 1./ 
was dropped from consideration, but the other two interests 
were included. The New York Realty Corporation had been 
incorporated in New Jersey, May, rgo1, by a powerful group of 
New York banking interests, including Edmund C. Converse, 
Charles Steele, James Speyer, Cornelius Vanderbilt. The 
Company engaged in acquiring real estate in New York City 
for speculation and investment. It was proposed to purchase 
from the Central Realty Bond and Trust Company only its real 
estate interests consisting of both developed and undeveloped 
parcels of real estate in New York City. Both of the new 
interests were, therefore, , clearly real estate holding comipanies, 
~ the assets of which consisted of equities in lands and buildings. 
The promoters of the consolidation purchased the real estate 
interests of the Central Realty Bond and Trust Company, and 
offered to acquire the outstanding stocks of the Fuller and New 
dn York Realty Companies by exchange. The conversion ratios 
~~ \~ are given in the table on the next page, showing the distribution 
) mr of the securities of the United States Realty and Construction 
Company, as the new corporation was called. It was ‘incor 
porated in New Jersey, August 4, 1902, with a capitalization of 
$30,000,000 in 6% preferred stock and $36,000,000 in common 
stock. Of these amounts, $2,500,000 of each class remained in 
the treasury unissued. .There were.no..bonds, although the 
real estate holdings of the various subsidiary companies were 
encumbered with upwards of $2,947,000 of mortgages. In 
the circular letter sent to the stockholders of the New York 
Realty Corporation, certain men representing the interests 
concerned state that they proposed to receive a profit for or- 
ganizing the new corporation and procuring the cash working 
1 The Alliance Realty Company had been incorporated January 27, 1900, as a 
New York Corporation. Its outstanding capital stock was $2,000,000. Several 
Boston financiers were interested in the Company, for example. Charles F. Adams 
and Henry L. Higginson. It owned, with the George A. Fuller Company, the 


Broad-Exchange Building on the corner of Broad and Exchange Streets, New 
York City. (74 Chron. 381.) 
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capital. jhe promoters’ profit seems to have consisted of 
$6,000,000 in common stock, or approximately 107% of the total 
issued securities. By 1902, it had come to be the recognized 
practice for the promoters of an industrial consolidation to 
look upon 10% in the common stock as their legitimate com- 
mission. In this case, the stock received as commission was 
worth about $1,800,000 at the very beginning, and had an 
average market value during the first year of $720,000. 

The new working capital, which the promoters promised to 
furnish, was obtained through a syndicate. The provisions 
by which it was obtained were very important as one of the 
primary, although covert, purposes of the consolidation was the 
hope of the promoters to obtain a large fund of fluid capital. 
With this they proposed to enter numerous syndicate partici- 
pations, then seemingly profitable, and to speculate in. New York 
real esta n all, $11,000,000 was subscribed. The members 
paid in, at the first instance 20% of their subscription and gave 
their notes for 60%. bank..advanced-the-remaining-.20.%_on 
icate..ac syndicate received $100 in pre- 
ferred stock and $100 in common stock from the United States 
Realty and Construction Company for each $100 paid into the 
treasury. It was created largely through the influence of James 
Stillman, of the National City Bank, although such was the 
confidence in industrial combinations and such had been the 
profits of previous promoting syndicates that little difficulty was 
experienced in obtaining subscriptions. Practically every 
important financial interest in New York City was more or less 


1 The letter of August 6, 1902, to the stockholders of the New York Realty 
Corporation, was issued by James Stillman, Henry Morgenthau, He 'S. Black; 
Albert Flake, and Robert E. Dowling — all of whom were prominent in one or 
‘more of the companies which it was planned to consolidate. The letter further 
states that “all of the undersigned and our associates are stockholders, officers, 
or directors in one or more of the companies named above (the companies to be 
‘taken over), and it is proper to state that we expect to receive for the responsibili- 
ties and risks assumed by us in organizing the new corporation, procuring the 
‘cash capital and for the expenses incurred, an individual profit which will or may 
include the stock of the new corporation remaining in our hands after carrying 
‘through the transaction.” 

2 Brief accounts of the syndicate given at time of dissolution in 77 Chron. 717 
(September 19, 1903) and New York Tribune, September 12, 1903. 
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interested... The subscribers included the Equitable and New 
York Mutual Life Insurance Companies, the National City and 
other prominent banks and trust companies, officials of the 
United States Steel Corporation. The individual subscribers 


were legion. Hallgarten and Company acted as managers and. 
received in compensation $220,000 cr 2% of the capital amount(2- 


AIPA A BPS 


It is difficult to estimate the actual tangible assets acquired 
by the United States Realty and Construction Company. A 
little over a year before, the Fuller Company had $5,000,000 in 
property and net quick assets. This amount had been actually 
increased through the business by at most $1,000,000, although 
the surplus account amounted to nearly $3,000,000 when it was 
taken over by the United States Company.’’ Its investment 
standing was excellent, the preferred stock was then selling above 
its par value.t7 The New York Realty Corporation owned five 
pieces of property, and part interest in two other pieces. Alto- 
gether the property was probably worth about $2,500,000, but 
it was encumbered by mortgages aggregating $1,200,000. In 
addition the Corporation held $2,144,563 in mortgages and some 
miscellaneous assets so that all the property of the Corporation 
had a value of not over $3,500,000.° The capital stock was $3,- 
000,000. During the preceding 16} months, the apparent 
profits of the Company amounted to $1,470,490, out of which 


‘ 


é: 


ef 


dividends at the rate of 10% per annum had been paid. Tt /O, 


should be noted, however, that nearly half this apparent profit 
was shown by crediting the profit and loss account with $603,221, 


1 The Commercial and Financial Chronicle remarked at the time, referring 
to the subscribers, ‘‘ nearly every important financial interest in this city.” (75 
Chron. 294.) 
Se CRON 7 Ly 
3 New York Stock Exchange Listing Application, A—2698, dated October 13, 
1902. Summary, 75 Chron. 1200. 
_ 4 The following is a summary of the market quotations of the Fuller securities, — 
| the George A. Fuller Company of New Jersey: 


Common Preferred 


Month Low High Low Hig 
| TUS Op ROO Daa tate aka hel «ay sto ose oso (osha) oS p01 wwe nun 484 53 044 o7t 
Sl eraarel eat © Bhd SeOeee aenbonr comeocar oe 49 64 042 108 
AMT USUNIGOS REI TAR Stacie <fi.s Siptsold p patermre.s 504 62 1024 108} 
September, 1902 cc. sso scien toes vas ewicies 58 58 104} 105 
: 


5 New York Stock Exchange Listing Application, A—2608. 
, 6 This is a liberal estimate based partially on balance sheet of September 15, 
go2, and partially on assessed valuations. 
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from “increase of valuation of real estate and stocks owned.” 
The Central Realty Bond and Trust Company conveyed to 
the United States Realty and Construction Company only its 
real estate interests. These consisted of some thirteen New 
York City lots and a half interest in others, property burdened 
with mortgages, to the amount of $1,319,000." . ) The equities 
were worth certainly not more than $1,500,000. Altogether, 
then, it would appear that the United States Realty and Con- 
struction Company commenced business with actual real estate 
and other tangible property to the value of approximately $11,- 


000,000, and with $11,000,000 in money, — $22,000,000 in all. 


Against this was issued $27,500,000 in preferred stock, and 
$33,500,000 in common stock, — $61,000,000. in, securities, ih 

In spite of the unsubstantial ratio between, ‘property’ /and 
capitalization, the history of the earning power of the constituent 
companies augured well for the new holding corporation. From 


‘its organization until taken over by the United States Company, 
_the Fuller Company had earned an average of $2,418, 37q2a year, 
‘— this on invested capital, confessedly worth only $5,000,000. 


The good- -will and organization of the Fuller Company might, 
therefore, be considered rightly of great value? The New York 
Realty Company had been earning at the rate of $900,000 a year, 
and the equities of the real estate acquired from the Central 
Company had a reported earning capacity of approximately 
$500,000. Altogether the earnings of the subsidiary companies 
were reported to be at the rate cf about $3,800,000 a year, but a 
large part of this amount, certainly $1,000,000, was obtained 
by assuming as earnings the supposed increased value of real 
estate. The 6% cumulative dividend on the United States 
Realty and Construction Company’s preferred stock called for 
an annual disbursement of only $1,650,000. 

The shares of the United States Realty and Construction 
Company were admitted to the list of the New York Stock 

1_New York Stock Exchange Application, A-2698. The mortgage debt on the 
blocks of which the Central Company had only a one-half interest have been 
pro-rated. 

2 Tbid. 

Furthermore the market values of the Fuller Company’s stocks were relatively 
high. | (Seé note on p. 233.) 


_ 
Pn neal 
nn 
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Exchange, and were quoted for the first time on October 30, 
1902, — $75.50 a share for the preferred stock and $32 a share 
for the common stock. These were the highest quotations ever 
attained for the securities. On the basis of these quotations, 
the United States Realty and Construction Company had a 
market valuation slightly in excess of $30,000,000, and the 
members of the Hallgarten syndicate had an apparent profit 
of something less than $1,000,000. The market prices of the 
securities began to fall almost the day following their initial 
quotations. No reason could be discovered, as the strongest 
financial interests were supporting the enterprise, and regular 
dividends were paid on the preferred stock. At the end of 
the first half-year of the Company’s business, the New York 
News Bureau’ published an “authoritative statement ’”’ to the 
effect that the earnings for the six months were $1,600,000, and 
that the Company had on hand construction contracts to the 
amount of $23,000,000. “‘ The assured profits on these contracts 
will exceed $2,000,000.” At the time of this announcement, 
the preferred stock was quoted at $68 a share, and the common 
stock at $22. The Hallgarten syndicate could at that time 
be liquidated only at a loss. It was evident that the syndicate 
was in possession of a large part of its original holdings and 
the conditions of the market were such that its managers could 
not sell these securities except at a considerable loss. In the 
meantime, the promoters of the Company had secured a truly 
remarkable Board of Directors, representing as it did numerous ry f 
strong financial in interests. From collateral evidence it is clear \} 
that men had permitted the use of their names on the Board 
of Directors on account of the importance of the Hallgarten 
syndicate, but had assumed little responsibility on, behalf of the 
Company, and knew next to nothing about it,”/ The specific ¢ ,. 
management of the enterprise was then, as Arewioiele in the 
hands of Black _and his. associates. _ ; 

By July - 23, 1903, ‘less than a year nite the Company had 
started on its career, the market value of the preferred stock had 

1 Quoted in 76 Chron. 927. 


2/Of this Board of Directors the New York Evening Post made the following 
comment: “Realty stock was set afloat with one of the most extraordinarily 
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fallen to $46 a share, and that of the common stock to $9. This 
represented a market value for the Company of approximately 
$15,500,000, — hardly more than the amount that had been paid 
in money, at the time the Fuller and the United States Realty 
Companies were promoted. On that date, the Company’s 
officials, fearing a panic in its securities, issued an exhaustive 
statement! to the effect that the United States Realty and Con- 
struction Company and its two subsidiaries had on deposit 
at the banks a little less than $4,000,000, together with other 
stocks, bonds, mortgages, and equities aggregating in all over 
$12,000,000,2.. These statements were no exaggeration. There 
is no reasonable doubt but that the actual property owned by the 
Corporation amounted to well over $16,000,000, including the 
$11,000,000 in cash received by the Company from the syndicate, 
but without regard to the good-will of the Fuller Company. 
Unfortunately, the syndicate’s money had been largely invested 
in more or less speculative : securities and syndicate participations 
upon which the Company. had. sustained severe losses.2 The 
general security market underwent a marked decline between 
the summers of 1902 and 1903 which aggravated, to a consid- 


, erable degree, the general feeling of uncertainty. 


The discrepancy between the assets and the market value 
of the Company’s securities was due to forbodings of ill. Two 


composite Boards of Directors, in point of character, that was ever named even 
in those days when en ‘nent bankers and vulgar gamblers grew used to sitting 
harmoniously side by side in the committee of new corporations. The virtuous 
directors, as usual, served as a guarantee which the wicked directors, as usual, 
could not entirely efface in the public view.” — New York Evening Post, May 28, 


1904. 
1 77 Chron. 206. 
2 CASH Fs ok casas peated atone 4a Re Ta eee $3,982,162 
Stocks'and bonds em. crue wae tere eee $6,080,000 
INew tY ork Citys mortoageser a) er ee 4,190,000 
Newequities! 20.4 asa ee aaa tices 2,370,000 12,640,000 
$16,622,162 


3 For example the Company was carrying large interests in the preferred and 
common stocks of the National Fireproofing Company, then having only a nominal 
market, and over 5,000 shares of United States Steel Corporation’s preferred stock. 
It had participated in numerous syndicates including the Underground Railway 
of London, and the Denver and Northwestern Railway. 
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weeks after the publication of the “ official statement ”’-a full 
account of the condition of the Company for the nine months 
ending June 30, 1903, was made public. It then appeared 
that the earnings for the period aggregated only $1,417,686 of 
which $487,625 was “‘ profit from estimated increase in..value-of 
investments still held” * and $576,773 was “profit on buildings 
~ in progress, estimated proportion accrued.’?2/ The net earnings, 
without these questionable entries were then only $353,278. In 
the nine months $1,218,889 had been paid in dividends. The 
United States Realty and Construction Company, although 
merely a holding corporation and presumably under no direct 
expense, had charged to expenses 564,865, a considerable part 
of which was officers’ salaries and general expensed.) Had the 


1 The accountants permitted the marking up of the value of two pieces of real 
estate which the Company had leased during the year. The increased value was 


regarded as income. 

(the following system of taking, as earned, profits on buildings in the process \ 
of Construction was adopted by the two accounting firms making the audit: (a) 
On buildings where less than 1/3 total cost was expended, no profits were taken ; | 
(b) where 1/3 to 2/3 total cost expended, 50% estimated profit taken; (c) where 
expenditures exceeded 2/3 the total cost, 75 % profit was taken; (d) the remaining | 

25 % acting as a reserve until the buildings were finally completed and the pay- _ 


ts allmade. , 
(eure in this paragraph from report of Jones, Caesar & Company and Mar- 
witk, Mitchell & Co., reprinted 77 Chron. 297, August 8, 1903. 


Income Account For NINE Montus ENDING JUNE 30, 1903. 


Mn teresterecelVablemem tt servetreicmee sekets stele ckais ale cvea erage Papaiy ioivlelels\staielerevevele fale 9a) $310,657 
Income from investments: 
Realtestatem, cauterenidsectele were o mrel=- peop) Scuepoodmac BAD oOr $08,423 
Rent, interest in real estate, and securities ..............0+- 74,548 
; Seocksiandebondsey. ote idee tee ities aeieietct ve cvilargerera/s)a aba) ois cis 75,910 248,881 
Profit on building contracts: 
Q Gompletedi janes dee ster i4s ses ier 230,071 
Tm PLOgress) Gece ns iis Hei eeanns 576,773 806,844 
* Profits on realty and investments 228,800 
WMiscellancousmeme tinema tte nas in seater tere ates asain ane leeiiapee s 106.952 
ED OLA LOLs tent ne ce ye eels ole wtelel siereieiereisis'eleieye fais )aieie’s|e10\* $1,702,134 
Deduct: 
Interest payable ......:.scccccree secre ere eee encesrnerecs 207,210 
Expenses of management: 
GE Cere aL ATIGS MRE te a sie eave eiete cite: Pale eb ie. ated efeileyeiouerave's ote 67,323 
Employees’ and commissions ......-.+-++20+seeeeeeseees 132,560 
General exPenseS .......500snurere creer ence eseeeesenes 364,980 772,073 
Net over charges! siijdcase ee sns setlne ne enn oo a US 20 ROE $ 030,061 
Profit from estimated increase in value of securities still held ....... 487,625 
CREA A Kid oteala opard igs Sekar ee oj ape $1,417,686 


$1,215,400 


Tota! 
Dividend on preferred stock, 44% «+ -..0+20++: 
3,390 1,218,889 


0 * . 
Dividend on outstanding stock of subsidiaries .. 


Balance carried to balance sheet ........--+seseaeeeerees $198,707 
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managers merely invested the $11,000,000 of money received 
from the Hallgarten syndicate in securities yielding 5 % interest, 
they would have obtained $412 $412,500, or more than the actual net 
earnings of the entire organization. 

On September 11, 1903, the.Hallgarten syndicate was dis- 
solved. It was manned to continue it until November 1st, but 
conditions in the stock market made it undesirable to have the 
large holdings remain longer unabsorbed. Furthermore, the 
bank which had consented to finance the syndicate to to the extent 


of 20% of the cash advanced had become worried and called 


for more margin. ‘The results of this syndicate are in sharp 
contrast to those of many other syndicates organized within the 
previous four years, in connection with the promotion of prom- 
ising industrial consolidations. The managers of the syndicate 
had originally acquired 110,000 shares of the preferred, and 
110,000 shares of the common stock. Soon after organization 
and before the stocks were admitted to the list of the New York 
Stock Exchange, the managers sold 60,000 shares of the common 
stock at approximately $37.50 a share. They refused an offer 
of $35 a share for the remainder.!. With a large part of these 
proceeds, they purchased about 27,000 shares of the common 
stock, and about 17,000 shares of the preferred, at prices very 
much less than those at which they had acquired the stock from 
the Company. At the time it was dissolved, after Hallgarten 
& Company had taken n $2 20,000 for their services, the syndicate 
was in possession of €27, =. shares of preferred stock, 77,220 
shares of common stock, and about $675,000 in money. Approxi- 
mately $500,000 of this amount had been received from the divi- 
dends on the preferred stock, so that the money profits of the 
syndicate operations amounted to. only about $175,000. On 
the day the syndicate was dissolved, the preferred stock was 
quoted at $36 a share, and the common stock at $6.s0 a share. 
Including the money actually returned to the members at the 
time, the total value of its holdings may be estimated at $5,2 50,- 


f 1 Statement of member of syndicate and a number of the Board of Directors 
‘ef United States Realty and Construction Company. New Vork Sun, Septem- 
ber 15, 1903. 
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_000, less than one-half the amount subscribed by the members 
at the time of the formation of the United States Realty and 
Construction Seen. 

A week after the dissolution of the Hallgarten syndicate, 
the Directors of the United States Realty and Construction 
Company passed the fourth dividend on the preferred stock 
“because the Company had not earned the money.”? Behind | 
the failure of the Hallgarten. syndicate and_ the. \ rss 

‘ Realty Company lay the financial depression of the summer of / 
1903, With the severe liquidation of industrial stocks. The _ 
‘market for the securities of business consolidations had dis-— 
appeared, and the Realty promotion, coming at the very end 
of the period of promotion, had to bear the brunt of the burden. 
Even the United States Steel Corporation’s common stock had 
suffered severely, and was then selling at $20 a share. But 
back of the general conditions of the market, there were three 
underlying causes which served to accentuate the lack of confi- 
dence in the United States Realty and Construction Company. see i 
two of these causes were concerned with the methods of account- ~ 
eli tolerated by the_ Company’s. management, and the third i, 
_with 1 the relations.that developed between the Fuller Company © 
a “and its employees. . 

The United States Realty and Construction Company had fol- 
lowed the policy, earlier practised by the Fuller and the New York 
Realty Corporation, of admitting, as net earnings of the year, 
the appreciation in the holdings of real estate. Net earnings, 
computed on this basis, had been credited to surplus account, 
applicable to dividends. The plan was objectionable because, 
of the natural tendency of the officials to appraise their property — 

at an unwarranted figure, and. the. manifest difficulty of using 
nae PETIT TE 
mere appreciation as a quick asset out of which to meet. the 
cash requirements of dividends. Appreciation of real estate 


Actording to an officer of the Central Realty Bond and Trust Company, which 
had acted as agent for the syndicate managers in the distribution, each member 
of the syndicate received on the basis of each $1,000 contributed $1,155 in pre- 
ferred stock, $702 in common stock, and $61.66 in money. Of this money $45 — 
was represented by dividends on the preferred stock held by the syndicate. 

2 7 Chron. 717, September 19, 1903. 
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might have found its way into surplus, had the Company been 
engaged in buying and selling property, in which case the profits 
realized through sales might. be credited to net earnings: ~~But 
the Company was not engaged in this business, nor had it sold 
any property upon which.a profit could be taken. Furthermore, 
where appreciation occurs, depreciation. is quite as distinct a 
possibility, and the public accountants had showed clearly 
that the Company had not charged to the net earnings account 
the losses sustained through the depreciation of certain of its 
securities. To admit as net earnings the increases in value, 
and omit the losses could have but one outcome. 

__ Another vicious accounting practice tolerated by the officers of 


the Fuller Company was that of crediting net income with 
x 


“earned ” but unrealized profits on building contracts. "A 


‘similar practice was adopted by the United States Shipbuilding 


Company, which suffered the misfortune of finding that before 
contracts were completed the anticipated profits of millions had 
turned into a heavy loss. The error of this method of accounting, 
lay in the fact that it was impossible to determine exactly the 
proportionate amount yet to be done on a building. Unless this 
could be determined exactly, it was obviously impossible to 
estimate the margin between the cost of the unfinished structure 
and the proportion of the contract price already earned. Again 
net earnings were made to depend on an estimate, and the esti- 
mate, moreover, was in the hands of the officers of the Company. 
Just before the United States Realty and Construction Company 
became seriously embarrassed, the officials of the Corpora- 
tion realized the unsubstantial basis upon which depended such 
taking of profits before they were realized, and discontinued the 
practice. The announcement of the change was, however, too 
late to help maintain public confidence in the Corporation’s 
securities. 

The fundamental difficulty with the earning power of the 
United States Realty and Construction Company lay in another 
direction. The Fuller Company was in serious difficulties 
from its relations with labor organizations. Building operations 
have always suffered from strikes and labor disputes, and large 
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office buildings, requiring a high grade of specialized labor 
for their construction, have been particularly susceptible to the 
influences affecting the labor market. Beginning in 1897, and 
extending through 1902, there was extensive building all over the 
United States. This movement was especially felt in New York 
City, where large amounts of capital were spent. Wages, 
therefore, rose rapidly in all the building trades. On account 
of the relative scarcity of labor, and the pressure on the employers 
to fulfill their contracts at a specified time, the labor unions 
acquired great power. The union of iron workers was especially 
strong. ‘To resist its demands, certain employers in New York 
City formed an association known as the Iron League. Closely 
connected with the Iron League, but formed to cover a broader 
field, was the Building Trades Employment Association. The 
Structural Iron Workers’ Union demanded in April, 1903, an 
advance in wages from 50 cents an hour to 56% cents, beginning 
May 1, 1903. The employers belonging to the Iron League 
not only refused the demands, but also refused to have anything 
further to do with the Structural Iron Workers’ Union, unless the 
representatives of the latter consented to sign a general arbitra- 
tion agreement. As a result a “ lock-out ” was declared by one 
side and a “ strike ” by the other. 

- With these difficulties, however, the Fuller Company was not 
concerned. As one of the largest employers of labor, it had 
refused to become a member of the Iron League, or the Em- 
ployers Association,! believing that it could arrange its difficulties 
with the unions directly. It had accordingly signed a special 
and secret agreement in the spring of 1903, and the members 
of the unions had continued to work on the buildings under 
construction by the Fuller Company. This policy had, however, 
antagonized the other contractors, who felt that the Fuller Com- 
pany had jeopardized the interests of the employers. It did not, 
moreover, insure the Fuller Company against other difficulties 
with its employees. The first of these difficulties arose over a 
delay in the finishing of a building which the Fuller Company 


1 The Fuller Company had been a member of the Association, but was ex- 
pelled because of a refusal to pay a fine of $500. 
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was constructing for the Butterick Publishing Company. 
Most serious, however, was the difficulty with the masons, 
which arose in November. Ata former time the Fuller Company 
had been a member of the Mason Builders’ Association, which had 
agreed with the Bricklayers’ Union not tosublet any contracts 
on fireproofing, the laying of brick floors and the like, but to em- 
ploy the masons who were working on the walls. The Fuller Com- 
pany was no longer a member of the Association, and believed 
itself not bound by the agreement. Accordingly the Company 
sublet the fireproofing on a building to the National Fireproofing 
Company, a large interest in which the United States Realty 
and Construction Company had purchased with a part of the 
money received from the Hallgarten syndicate. The Fireproofing 
Company employed its own men instead of bricklayers already 
on the premises.” As a result a strike was extended to all build- 
ings then under construction by the Fuller Company. On the 
same day, for an entirely different cause, the stone cutters also 
struck. This stopped the work on all the Company’s buildings 
at once, as employees in other trades were thrown out of work. 
In order to fulfill its contracts, the Fuller Company finally granted 
all the demands of the Bricklayers’ Union even to the extent of 
allowing the men pay for “ waiting time” to the amount of 
$1,500 a day. Three days after the settlement with the brick- 
layers, the structural iron workers, with whom the Fuller Com- 
pany had maintained amicable relations, owing to the agreement 

' This incident had its dramatic touch. It appeared that the contract for the 
building called for completion by August 1, 1903. The Fuller Company became 
entangled in a controversy between two different kinds of structural iron workers’ 
unions. They sublet the contract, but the work lagged until the Butterick Com- 
pany demanded that the Fuller Company leave the building, the upper stories 
of which were unfinished. They refused. About midnight on October 6th a 
force of men under the employ of the Publishing Company went to the building 
for the purpose of occupying it. They found that the Fuller Company had en- 
gaged armed men to hold the building who, behind barricaded doors, resisted all 
assaults. The matter was subsequently settled between the parties, but a great 
deal of newpaper notoriety was attracted to the Fuller Company at the very 
time the securities of the United States Realty Company had declined in market 
value to their lowest points. (For accounts see New York Tribune, October 


7, 8, 9, 12, 1903.) 
* New York Tribune, November 12, 1903. 
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signed the previous April, left their work because the Company 
had sublet the placing of some ornamental iron work to a member 
of the Iron League.! Thereupon the Fuller Company joined the 
Tron League and the affiliated Employers’ Association.? As a 
result of these events, sympathetic strikes were called on build- 
ings in process of erection by the Fuller Company in Chicago 
and elsewhere. Work was stopped on the large depot the 
Company was building for the Wabash lines in Pittsburg, and it 
was finished by the railway company.? Other controversies 
and strikes continued into the following year.' 

All these difficulties reflected unfavorably on the standing of 
the Fuller Company, and market value of the securities of the 
United States Realty and Construction Company.® The financial 
history of the latter company had been running far from smoothly 
during the time the labor controversies of the Fuller Company 
were in progress. On November 18, 1903, Vice-President 
Robert E. Dowling stated that the amount of construction 
business had fallen off between 30% and 40%.° On the following 
day a Committee of Directors,” men who had been led into the 
enterprise by the representations of Black and his associates, 


1 New York Tribune, November 22, 1903. 

2 Tbid., December 30, 1903. 

3 78 Chron. 51. 

4 A long controversy with the bricklayers’ carriers began March 8, 1904, in 
the settlement of which the Fuller Company finally enlisted the help of non- 
union men. New York Tribune, March 9, 15, 16, 19, 25, April 7, 1904. 

5 The feeling of hopelessness is evidenced by the following statement given 
out by a representative of the Fuller Company at the beginning of the troubles. 
“Qn account of labor troubles and the consequent depression in the building 
industry, we have reduced our working force very considerably. We have dis- 
charged all our estimaters but the chief estimater, and have reduced the force 
greatly in all other departments, but we are not going out of business. Other 
contracting firms are also reducing their forces on account of discouraging condi- 
tions. We shall finish the contracts on hand, but will undertake very little new 
work until the building conditions are more stable. In fact there is very little 
new work in sight, as investors, owing to the unsettled state of the building trade, 
will not invest. The constant strikes and lock-outs of this season have brought 
about a stagnation in the trade from which everyone is suffering.” New York 
Tribune, November 18, 1903. 


8 77 Chron. 2039. 
7 James Speyer, Chairman. 


244. -PROMOTIONS AND REORGANIZATIONS 


but who knew next to nothing about it, became alarmed at the 
low prices of the Company’s securities! and the general lack of 
confidence in the management of the Company. This Stock- 
holders’ Committee, admittedly constituted as a protest to the 
Black management, requested all stockholders to deposit their 
securities with the Equitable Trust Company, that it might 
“secure some radical changes in the administration of the Com- 
pany, especially in its construction department.” ? Later all 
the stock deposited was returned to the stockholders. 

In the meantime, H. S. Black and his associates, taking advan- 
tage of the low price of the Company’s securities, had acquired 
large blocks of the common and preferred stocks on the open 
market. A majority of the outstanding stock came, at the time, 
under the control of H. S. Black and James Stillman. At this 
juncture, thirteen of the directors resigned. The number 
included some of the strongest banking interests that were behind 
the Company. Soon after securing control, Mr. Black was 
elected President and in the subsequent reorganization, his 
influence was dominant. 

During the latter part of January, 1904, the securities of the 
United States Realty and Construction Company rose rapidly 
in their market value on the strength of a rumor that a reorganiza- 
tion was imminent in which bonds would be given in part pay- 
ment for the outstanding preferred stock. This rumor took 
definite form in the announcement of a plan, supposed to have 
been advanced by a sub-committee headed by James Stillman. 
According to this plan, the capital stock would be cut to $14,- 


' Preferred stock, $35.75. Common stock, $5.50. 

2 “ As owners and representatives of owners of large amounts of the capital 
stock of the United States Realty and Construction Company, we have, after 
full consideration, determined to request the stockholders to confer upon us powers, 
as a Stockholders’ Committee, which will enable us to secure some radical changes 
in the administration of the Company, especially in the Construction Department, 
and to establish an administration of the Company’s affairs, which we believe will 
be advantageous to the stockholders, and will secure for the Company the confi- 
dence of the communities in which its business is to be transacted.” Section Ey 
Circular to Stockholders, dated November 19, 1903. 

’ Among them, E. C. Converse, James Speyer, Cornelius Vanderbilt, and 
Charles F. Adams. 78 Chron. 233. 
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950,000 par value, all of which was to be of one class, In addition, 
the new company would issue $21,000,000 of first mortgage 44% 
bonds. The holders of the old preferred stock would receive 
70% of their holdings in bonds, and 30% in new stock. The 
owners of the old common stock would receive 20% of their 
holdings in new stock.!_ The proposed changes may be seen 
from the table given on page 247. From a comparison of the 
securities of the two companies, it is obvious that the total 
capitalization was to be cut down from $61,000,000 to $34,200,- 
ooo or about 43%. Yet at the same time, the Company was to be 
burdened by $866,000 in fixed charges and $19,250,000 in funded 
debt, although the charges ahead of the common stock were 
cut from $1,650,000 to $866,250. The weak point of the plan 
was that bonds were created where there were none before, 
and that although the new charges were less in amount, they 
were fixed and not contingent. 

On the announcement of the plan, much discussion arose. 
Considerable criticism centered on that feature of it which 
proposed to issue bonds for preferred stock. It seemed to some 
of the critics “ like going into debt, and getting nothing in return.” 
On the other hand, many people were of the opinion that the 
preferred stockholders were treated too liberally. As stock- 
holders they should share in the risks of the business, and to give 
them bonds for nearly three-fourths of their holdings was 
obviously unfair to the holders of the common stock. On the 
other hand, the preferred shareholders contended that the com- 
mon stock was all “‘ water’ and that they were entitled to the 
premier securities, as their stock represented the actual prop- 
erty of the old company.? 

In the discussions other plans were suggested. One that was 
widely talked of proposed to give the preferred shareholders 
60% of their holdings in bonds, and the common shareholders 
30% in new stock. Another plan proposed to give the preferred 
shareholders only 35% of their holdings in bonds. It seemed to 

1 78 Chron. 587. 

2 See letter of dissatisfied preferred stockholder, dated February 16, 1904. 
New Vork Evening Post. 
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be the consensus of opinion that the contingent charges ought 
to be reduced, and the only way to accomplish this end seemed 
to be to induce the preferred shareholders to accept a better 
security, provided they consented to undergo a reduction of in- 
come. With this as an excuse, all the proposals involved the 
creation of a bonded debt. 

Finally by the middle of May, 1904, a definite plan was agreed 
upon which seemed to be acceptable to the majority of the 
interests of the Realty Company.2 It was similar in general 
outlines to the earlier plan, but differed in details. The new 
corporation, to be called the United States Realty and Improve- 
ment Company, was to have an authorized capitalization of 
$30,000,000, the stock being all of one class. A little over 
$16,000,000 of the stock was to be issued at first, and the rest 
was to remain in the treasuryfor use in the conversion of bonds. 
In addition to the stock, the new Company was to issue a little 
over $13,500,000 of 5 % twenty-year debenture bonds, convertible 
within time limits into the stock of the Company. It will be 
remembered that the bonds in the former plan bore only 43% 
interest, but were covered by a mortgage. The new plan pro- 
posed to give bonds to the value of 50%, and new stock to the 
value of 421% for the old preferred stock, and new stock to the 
value of 15% for the old common stock.’ The table on the next 
page suggests the details of operation of the new plan. 

On comparison -with the outline of the preceding plan, it is 
clear that both the charges and the outstanding capitalization 
were further reduced. The new fixed charges were only $687,- 
500, and the total outstanding capitalization was reduced to 
$30,000,000. The same serious objection to creating a debt 
and changing a contingent charge to a fixed charge held true 
of this final plan, quite as much as of the tentative one. 

As Mr. Black and Mr. Stillman controlled a majority of the 
stock of the old company and approved of the plan, success 


1 It should be remembered that the United States Steel bond conversion plan 
was then being discussed widely. 

2 78 Chron. 2019. 

3 See plan outlined in letter to stockholders, May 25, 1904, especially Section 3. 
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was therefore assured. By the middle of June, 1904,! it was 
declared operative, and in due time practically all the securities 
of the United States Realty and Construction Company were 
exchanged for those of the United States Realty and Improve- 
ment Company. 

The failure and subsequent reorganization of the United States 
Realty and Construction Company turned upon an over-esti- 
mation of the earning power of a company engaged in the con- 
struction and renting of costly urban real estate. The business 
of the Company was actually divisible into two parts, that 
conducted by the Fuller Company, and that by the New York 
Realty Corporation. Both were seriously affected by the general 
depression that commenced in the autumn of 1902. They 
showed large earnings during t the preceding years of activity, and 
their consolidation was promoted with the expectation that these 
large earnings would continue. The contraction of credit 
curtailed building construction, and disputes with labor unions 
paralyzed the Fuller Company. Speculation changed the possible 
earnings of the other branches of the business to losses, and false 
methods of accounting aggravated the feeling of uncertainty 
in the minds of investors. Thésé-factors made it clear that the 
business had not the earning capacity its promoters had antici- i 
pated, and the reorganization turned merely upon the reduction 
in capital charges. A large contingent charge was changed 
into a smaller fixed charge. 


1 78 Chron. 2446 
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Early history of bicycle industry, 249; promotion of American Bicycle Com- 

pany, 251; early management, 255; first published statement, 256; failure of 

: the American Bicycle Company, 257; reorganization plan, 259; failure of the 

’ Pope Manufacturing Company of New Jersey, 263; reorganization plan, 265; 
summary, 268. 


‘ 
| CHRONOLOGICAL SUMMARY 
e 1890. Beginning of the bicycle industry. 
g 1897. Popularity of the bicycle reaches its climax. 
1898. Promotion of the consolidation. 
rad 1899. American Bicycle Company commences operations. 
ae 1900 First published statement. 
‘4 1902. Failure of the American Bicycle Company. 
aa 1903. Reorganization into the Pope Manufacturing Company of New Jersey. 


1907. Failure of the Pope Manufacturing Company of New Jersey. 


9 7.) 1908. Reorganization into the Pope Manufacturing Company of Connecticut. 
ail ¢ 5 . 
Pe 1913. Failure of the Pope Manufacturing Company. 
* _ Tue failure of the American Bicycle Company was a con- 
* 


‘spicuous example of financial distress consequent on the collapse 
of an entire industry. 1 The use of bicycles became so extended 
from 1892 to 1895, that it could be called a craze. The craze 
“reached its height in 1897. It was maintained with but slightly 
lessened intensity to 1900, when it ceased even more suddenly 

; than it had arisen. Public taste, fickle at all times, and especially 
fickle regarding its amusements, became suddenly weary of its 
plaything, and threw it aside. Millions of dollars worth of 

Ma property invested in the manufacture of bicycles consequently 


x became worthless. 


Soon after the close of the Civil War, there was a period of 
pronounced popularity of the men’s “tricycle.” This fad 
S died down as quickly as it had arisen. Col. A. A. Pope, the 
a father of the bicycle industry in this country, saw the English 
a - big-wheel machine at the Philadelphia Centennial, and was 


instrumental in having a few machines imported into this country 
249 
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as an experiment. These proved a success, and he looked about 
for an opportunity to have them manufactured in this country. 
_The-Weed..Sewing._Machine Company undertook for him the 
manufacture of bicycles in this country at its factory in Hart- 
ford,.Gonnecticut. In course of time, Col. Pope secured con- 

\ trol! _of the Company and the name was changed to the 
Pope Manufacturing Company.2.’ The popularity of the bicycle 
grew rapidly after 1892. As there were few if any important 
basic patents in the industry, competition sprang up all over 

~ the country, attracted” by the liberal profit and the apparently 
bright future of the business. Mr. George Pope, in his affidavit 
to the Industrial Commission, testified that “‘ the business had 
been very profitable up to 1895,” 3 This year was, in fact, 
the year of greatest profits, although not of the greatest produc- 
tion. At the end of the season the manufacturers, everywhere, 
found the demand in excess of the supply. Local dealers were 
unable to furnish enough machines for their customers and 
manufacturers were unable to fill their orders from dealers. 
The conditions indicated a young industry in which public 
demand for a new commodity had arisen suddenly, without 
adequate provisions for supplying it. Those manufacturers, 
who could supply the commodity were able to secure inordinate 
profitt) 

By the very nature of the circumstances, this period of large 
earnings was of short duration. An industry in which the returns 
are large soon attracts new capital and new business ability. 
The excessive profits of the year 1895 were put back by the 


1\At the time in question the sewing machine business was suffering a depression, 
‘and the Weed Sewing Machine Company was in difficulties. Col. Pope gave the 
Company so many orders that the sewing machine works were gradually trans- 
formed into a bicycle factory. Meanwhile, Pope purchased a minority interest 
in the sewing machine company’s stock and subsequently the absolute control. 

2 The original Pope Manufacturing Company was organized in Boston by Col. 
A. A. Pope to exploit certain small inventions. The capital was small, — $10,000. 
After the assumption of the Weed. factory the bicycle business became its chief, 
if not its only, business. 

SOXanile Rana O80: 

‘ It was an excellent example of what Professor Marshall would call ‘“ quasi- 
rent,” inordinately large earnings due to fortunate economic conditions. 
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manufacturers into new machinery, new factory buildings, and | 

other forms of fixed capital. The succeeding year showed a | 

Bee cedencreacoain production, but the manufacturers and 
dealers were able to fill all their orders. Supply had met demand 
and, temporarily at least, the industry was at equilibrium. 
During 1897, competition had become so keen that the net 
earnings, judging from the figures available for the largest 
manufacturers, were less than a half what they had been during 
the preceding year. During 1898, the competition had increased 
rather than diminished, although many of the smaller plants 
had been eliminated from the field. The prices to the ultimate 
consumer were not reduced by an amount commensurate with 
the increased competition, but each manufacturer assumed 
enormous selling expenses in order to maintain the popularity 
of his particular make of bicycle. Racing teams, the members 
of which received large salaries from the manufacturers, traveled 
about the country for advertisement purposes; elaborate book- 
lets were widely distributed, and each dealer spent a considerable 
fraction of his total receipts in_‘bill- ” and magazine 
a i In spite of these heavy selling expenses, the 
older, better established manufacturers were able to obtain a 
small profit, but the industry-was.rapidly_approaching a serious 
depression through over-production al alone... _JThe manufacturers’ 
stocks of bicycles, left over at the end of the year, steadily 
increased after 1897. 

One day in the late summer of 1898, Col. J. J. McCook, of 
the law firm of Alexander and Green, suggested to Mr. A. G. 
Spalding,? that it might. be expedient to form a combination 
in the bicycle industry? The suggestion was very favorably 


1 President of the Lamb Manufacturing Company of Chicopee Falls, manu- 
facturers of the Spalding bicycle. 

‘2 As reviewed to the present writer, the conversation was something as follows: 

“Col, McCook. Have you observed the movement toward combination appar- 
ent everywhere P 

Mr. Spalding. Yes. 

Col. McCook. Have you ever thought of the possible application of the com- 
bination idea to the bicycle industry ? 

Mr. Spalding. Not seriously. 

Col. McCook. I wish you would think it over, it seems to be working in many 
other cases. 
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received, and Spalding, with the help and legal advice of Alex- 
ander and Green, secured options on a large number of bicycle 
plants, — estimated at first in the Commercial and Financial 
Chronicle, as those of “more than one hundred makers.” ! 
The actual number of options appears to have been 107.7 As 
a matter of fact, only(forty- eight of the plants out of the total 
were finally purchased by the promoter of the consolidation,’ 
but these included the Pope Manufacturing Company, and all 
the largest factories in the industry. They controlled upwards 
of 65% of the country’s entire output of bicycles. These forty- 
eight plants had made, altogether, average net profits of over 
$3,500,000, for the two preceding years, and average net profits 
of nearly $5,000,000, for the preceding four years! ' Even 
allowing for exaggerations of statement, there is every reason to 
believe that the constituent manufacturing companies were 
earning liberal profits. And it was hoped to further increase 
their collective earnings by introducing economies of combina- 
tion and large-scale production, then widely believed in by 
public and manufacturers alike.® The various manufacturers 
held, among them, over nine hundred different patents. The 

1 68 Chron. 974. 

2 69 Chron. 177. 

* A list of these manufacturers was published at the time. It may be found 
in 1900 Moody’s Manual of Corporations, 296. Summary Statement, 68 Chron. 074. 

* Net earnings of constituent plants as shown by audit of W. T. Simpson, 
published by Baring, Magoun & Co., and also restated in the George Pope affidavit, 


XIII R.J.C. 689. These figures were probably excessive, because inventories 
of “ dead” stock were not charged off to profit and loss account. 


TSQS) Nae eet) geese ecm oN eh tee $5,118,958 
TOQO) itera: mista aie cate Meee ees NeT aoe teks 7,763,460 
TOOT he cake ot Pe A ee 3,708,867 
TBO 1: sralayey: Ge vied oeas oe eet er ere 3,328,885 


At time of combination, summer of 1899, the earnings for 1899, partly actual and 
partly estimated, were $3,983,684. . t 
® Some of these economies of consolidation, aside from iced waste in aver: 

tising, which the promoters believed would be realized were: 

(a) Administration expenses. 

(0) A single purchasing agent. 

(c) Saving through large orders of raw materials. 

(d) Standardization of parts requiring less expense in carrying aupniss 

(e) Concentration of plants. 


{i ~ 
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collective use of these patents might of itself be expected to 
promote efficiency and economy. 

___The.American Bicycle Company was incorporated under 
New Jersey laws, May 12, 1899. Its authorized capitalization 
was $80,000,000, of which $35,000,000 was 7% preferred stock 
and $45,000,000 was common stock. The Company was incor- 
porated before any of the manufacturing plants were actually 
acquired. It was proposed at first to dispose of the stock through 
bankers and to pay for the bicycle plants with money. But 
as time passed, so many different consolidations made their 
appearance that it was decided to change the financial plan, 
so as to make the securities more attractive to the public. As 
a result of these changes, only $9,300,000 of the preferred stock 
was issued and $17,700,000 of the common stock, but in addition 
the Company authorized $10,000,000 of twenty year 5% deben- 
ture bonds.1) There was considerable delay in executing the 
several purchases and the plants were not formally transferred 


to the American Bicycle Company until September 22, 1899. » 
At first, it was rumored that the new Company would acquire 


the plants by giving half cash and half stock.2 In the end, 


Mr. Spalding paid for the plants by giving for each money or | 


debenture bonds, taken at 923%, to the amount of 30% of the 
appraised value of the plant, preferred stock to the amount of 
30%, and common stock to the amount of 50%.’ The manu- 
facturers, in many cases, elected to take the debenture bonds 
instead of the cash. What money was required was supplied 
by an underwriting syndicate, headed by the United States 
Mortgage and Trust Company, of New York, and Lee, Higgin- 
son & Company, of Boston, which took over the bonds at 925%.* 
Subsequently, $6,300,000 of these debentures were offered the 
public by Baring, Magoun & Company.’ This amount repre- 
sented the bonds not taken by the manufacturers at 923%, and 
the margin left over to the bankers and promoters. ‘The plants 


1 A small part of the stock was not actually issued and was cancelled later. 
2 68 Chron. to21. 

3 XIII R. I. C. 689. 

4 68 Chron. 974; XIII R. I. C. 689. 

5 69 Chron, 696. 
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were appraised at approximately $10,000,000, and the net quick 
assets and inventories at approximately $12,000,000, — $22,- 
000,000 in all. On the basis of this appraisal Spalding issued 
$7,230,000) debenture bonds, $6,700,000 in preferred stock, 


and a little over $11,000,000 in common stock of the American 


Bicycle Company. ‘There remained to him as the promoter of 
the enterprise and for the payment of commissions approxi- 
mately $2,000,000 in debentures $2,600,000 in preferred stock, 
and $6,700,000 in common stock.? 

There seems no doubt that the “ appraisal” represented an 
over-estimation of value at the time the plants were acquired. 


‘The American Bicycle Company, in its Massachusetts report, 


‘made up the bulk of the total quick assets, were excessive as It ‘ ° 


saleable. If we place a value of(($14,000,000)}on the entire 


values the assets at $18,000,000... Even the inventories, which. 
later developed, because much of the_fini roduct was un+ 


property, — $5,000,000 for the plants and” $4;000,000 for the 
inventories, and $5,000,000, for the cash and receivables, the 
estimate is not far from correct. Against the property was 
issued $36,000,000 in securities bearing fixed charges of $500,000 
and fixed and contingent charges of $1,200,000. 

1 Assets stated at time bonds were offered to the public (September 30, 1899). 


Summary in 69 Chron. 696. Appraisal of real estate by American Appraisal Com- 
pany of Milwaukee. 


Real estate: 4. tn\-mrtioe seer tn reas enter erena ys $3,997,386 
Machinery, cts i-uele vices tetone eke e rien ero 5,884,625 
ENV CNtOLICS emo rnac aes reel ae Reza 7,493,486 
Recelvables.a se ees cmiuctonewers: «cues acs secu ealserske, aie 5,031,715 
(OPTAN, Ae ae oc 6 ohn 8 a eRe Ett he BiG tea GILON 1,176,533 

$24,183,745 
Current liabilities eee. eee re eee er 1,893,594 
INT ASh 9 B Re otto 0 0S CON I0.0 BO DIDO HOOP Oc 22,290,153 


The balance sheet of the American Bicycle Company filed at the Massachusetts 
State House, as of October 1, 1899, approximates the above closely. The chief 
differences are liability items for $4,392,278, as reserve for depreciation and the 
floating debt stated as $2,503,902. The net assets in this case were exactly 
$18,000,000. 

2 Statement based on stock actually issued, omitting that afterward cancelled. 
It ought to be noted that after the promoter had paid the charges and commissions 
to the bankers, the attorneys and others, there remained only a small profit. 


\ 
\ 


THE AMERICAN BICYCLE COMPANY 255 


____The defect in the financial plan of this consolidation lay in 
~ the p presence « of bonds. The bicycle combination was one of the 

very few consummated in 1899 which issued bonds. Yet the 
promoters believed themselves unmistakably conservative in 
their provisions for the future, as the constituent bicycle manu- 
facturers were then, apparently, earning at the rate of well over 
$3,500,000, and their average profits for the preceding five years 
were well above this amount-! The bond interest called for 
less than $500,000,/a year, — one- -seventh the amount the pro- 
moters hac-reason, to expect, without taking into consideration 
any of the economies due to combination. Even the fixed and 
contingent charges on the bonds and preferred stock required 
less than a third of the past average earnings. Nor were the 
earnings published and the securities issued with a view to 
perpetrating a fraud on the credulous public. _On the contrary, 
the bicycle manufacturers themselves had the utmost confidence 
“in the ‘Company — so also did Lee, Higginson and Company. 
The manufacturers themselves took most of the securities. 
In fact, Col. Pope not only elected to take the debenture bonds 
for his portion of the money included in the option price, but also 
bought the bonds allotted to other manufacturers. After it 
became apparent that their hopes of a substantial success 
would not be realized, they held on to their stock. Col. Pope 
even advised the investment of the funds of dependent relatives 
in in the American Bicycle Company’s securities, so confident was 
he of of ‘the success of the Company. 


Soon, after the organization of the Company, the management © 
C dosed ei ight plants, and sold the sabe tire plants to the Rubber | 


, 
F 


“Goods Manufacturing Company,?, receiving in payment some 
cash, and approximately $1,1 sche. in the preferred stock of 

1 Infra, p. 252: 

The manufacturers were, at the time the Company was promoted, making 
and selling close to 890,000 bicycles. Had the Company made a net profit of one 
dollar on each bicycle the total profits would have been ample to meet the interest 
charges, — provided the sale of bicycles continued at the same rate. 

2 A consolidation of manufacturers of rubber garments, hose, tires, and a variety 
of rubber utensils. Formation, XIII R. J.C. 37. Company later absorbed by 
United States Rubber Company. Arrangements with American Bicycle Company, 
XIII R. I. C. 38; 69 Chron. 1015; 71 Chron. 391. 


" (—— 
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the Rubber Company, and $2,300,000 in its common stock. 
The American Bicycle Company then offered its stockholders the 
privilege of purchasing this stock on the basis of one share 
of preferred and one share of common stock for $140. By this 
means, the Bicycle Company was able to add approximately 
$1,610,000 to its net working capital. Subsequently, in order 
to simplify its organization, the officials of the Company caused 
to be incorporated the American Cycle Company, which took 
over the bicycle manufacturing plants, and the International 
Motor.Company, which undertook the manufacture of automo- 


piles. The American Bicycle Company then became merely.a 


holding Company. All these e changes were dictated by a wise 
and conservative business policy, looking toward a better organ- 


RD a ry ee 


~qzed and more economical management. 


-Intheautiimn of 1900, the “American Bicycle Company made 
its first public statement for the operations of the first ten months 
of its history. After charging off $1,168,015, for depreciation, 
and allowing for nearly $200,000 expended in purchasing sub- 
sidiary bonds and mortgages, the bicycle consolidation showed net 
profits of over $850,000. _Its finances were managed most 
conservatively. In the statement to the Listing Committee of 
the New York Stock Exchange, the Directors stated that the 
net quick assets, November 1, 1900, amounted to $11,854,836.! 
In the meantime, the Company had retired $500,000 of the de- 
benture bonds. 

The initial sales of the American Bicycle Company’s securities, 
at the beginning of 1900, were on the basis of the following 
quotations: — 

Debenture bonds about 94 % 

Preferred stock about $55 a share 

Common stock about $16 a share. 
This indicated a market valuation of approximately $16 £6,500,000 _ 
~ for the property of the Company. From these high prices of 
January, 1900, the securities of the Company fell rapidly in 
market value until, in December of that year, the bonds were ° 
sold at 70%, the»preferred stock at $22, and the common stock 
at $5 a share. \ne is difficult to understand..why the Bicycle 


* New York Stock Exchange, Listing Application. Summary in 72 Chron. 534. 
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Company’s securities were not more highly valued considering 


“the liberal earnings of the subsidiary plants, and the strong 


management. F Financially the Company was in a good position, 
‘and the signal defect of the whole consolidation, the paralysis 
of the bicycle industry, had hardly begun to make itself felt. 
After the securities were admitted to the list of the New York 
Stock Exchange, the prices for them improved somewhat, — 
the bonds 83%, and the preferred stock $33, — but the rally 
was of short duration. 

In the autumn of roo1, the second annual report for the year 
ending July 31 of that year was made public. The report 
stated that only ten factories were in active operation as a 
result of the concentration of the manufacturing part of the 
business. The year had been an unfortunate one, on account 
of the bad weather during the spring months, when people most 
often purchased new bicycles. The annual profit, however, 
amounted to over $800,000, which was nearly twice the annual 
interest on the outstanding debentures. The total surplus 
earned, above interest charges, stood at $956,262. 

In the spring of 1902, the securities of the Company rose 
slightly on the expectation of a prosperous summer demand for 
bicycles. Unfortunately this was not realized, and toward the 
end of the summer, rumors became current to the effect that the 
“ Bicycle trust” was in difficulties. It was also stated that 
dissention had arisen in the management with reference to the 
advisability of meeting the semi-annual interest payment on the 
debenture bonds due September first.1_-On August 29, 1902, 
the market price of the bonds dropped abruptly from 623% 
to 57%, on the refusal of the management to deny the truth 
of the rumor, and three days later the American Bicycle Com- 

_pany defaulted in the interest payments of the debenture 
bonds. On the announcement of the default, the bonds declined 
in price to about 45%, the preferred stock to $6 a share, and the 
common stock to $1 a share. It was rumored at the time, that 
the Treasury of the Company had on hand only $20,000, with 


1 “ For some weeks past sinister reports have been in circulation regarding the 
financial status of the Company.” New York Herald, August 30, 1902. 
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which to meet the bond interest of $225,000, notes of Baring, 
Magoun and Company, aggregating $150,000 and other notes of 
over $100,000. _ It later developed that the American. Bicycle 
Company and its Subsidiaries had debts, other than the deben- 
“tures of the parent Company, of over $1,500,000.1. Immediately 
after the default, application was made to the United States 
Circuit Court at Trenton, for the appointment of a receiver. 
Judge Kirkpatrick appointed Col. A. A. Pope and R. L. Cole- 
man, former Chairman of the Board and President, and J. A. 
Miller, of Newark, as Receivers.2 At the same time a self- 
constituted Reorganization Committee asked for the deposit of 
securities, in the interest of a speedy reorganization. Receivers’ 
certificates to the amount of $500,000 were authorized in order 
to meet the claims for wages and merchandise, so that the Re- 
ceivers could operate some of the plants. The stocks of two of 
the subsidiaries were pledged as security for the Certificates,‘ 
which were immediately bought by friends of the Company.* 

At the time of the default on the interest of the Company’s 
debenture bonds, it was announced, as usual in such cases, that 
the financial difficulties of the American Bicycle Company 
arose from a lack of working capital, and were thus of a temporary 
nature. “The Company has always been hampered by lack 
of working capital.” ® This was obviously not strictly true. 
When the Company commenced business, its official statement 
showed that its cash alone amounted to over $1,000,000, and its 
receivables, — not counting the inventory, — to over $5,000,000, 
while the current liabilities were less than $2,000,000. Sub- 
_ 1 Examination by Audit Company of New York made for Reorganization Com- 
mittee. Plan and Agreement of Reorganization dated December 1 5, 1902, p. 3. 
Outline in 75 Chron. 1304, 1402. 

2 75 Chron. 499. 

3 78 Chron. 853. 

* Reorganization Plan, December 15, 1902, p. 2. 

5 75 Chron. 1033. 

8 75 Chron. 499. 

“The moving reason for this course (the appointment of Receivers and re- 
organization) is that the Company is, and has been since its organization, hampered 
by lack of working capital.... The Company is perfectly solvent and un- 


doubtedly has an assured future. It controls about seventy per cent of the bicycle 
output.’”” Statement published by Company, September 2, 1902. 
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sequently the Company realized over $1,500,000 in cash from 
the transfer of its tire interests to the Rubber Goods Manufactur- 
ing Company. From the point of view of its balance sheets, 
the American Bicycle Company appeared particularly strong 
in its net working capital. 

The real reason for the failure of the consolidation lay much 
deeper. The bicycle business had suddenly collapsed. In 1899, 
the year the consolidation was consummated, the constituent 
plants manufactured and sold approximately 860,000 bicycles. 
In 1902, the output of the American Bicycle Company was, 
so far as can be gathered from indirect evidence, about 100,000 
machines. Beginning in 1897, the output of the manufacturers 
had exceeded the demand. At first they sought to dispose of 
this surplus by exporting it to foreign countries, but the stocks 
that eee the foreign warehouses were total losses 
to the Company.!~ Even at the very outset, the Company’s 
accounts showed the large net quick assets only by including in 
the inventories accumulated stocks of bicycles which, under the 
conditions of trade then prevailing, should have been regarded 
asdead. ‘The officers of the Company at the time of the receiver- 
ship emphasized the fact that the Company controlled 70% of 
the bicycle trade. But a virtual monopoly would have been 
hardly more encouraging. No clearer example exists, in the 

economic history of the country, of the truth that the value of 

_ capital rests in its/earning power,|and not in its “cost,” and 
furthermore, that earning power derives its value from) social 
needs| evidenced byjsocial demand.} 

The Reorganization Committee, consisting of interests asso- 
ciated with the Company,’ announced a plan of reorganization. 
A new Company was to be formed which should acquire the 


i i h_ forecl 
assets of the American Bicycle Company throug oreclosure 


‘é Certain invoices to Liverpool resulted in a total loss, — the ainount ultimately 
bed for the bicycles being hardly sufficient to pay the freight and storage. 
One large shipment to Australia failed to meet the expenses and the Company 
had a debit balance with the consignee. 
2 William A Read (Chairman). 
Fred P. Olcott, Colgate Hoyt, 
George F’. Crane, F. S. Smithers. 
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sale... A voting trust for the stock was to be created. The 
debenture bonds were to be extinguished, and the holders were 
to receive second preferred stock in the new company, at par 
without assessment.! At first, it was proposed to allow this 
second preferred stock 6% non-cumulative dividend, but later 
the dividend rate was changed to 5% and made cumulative 
after February 1, 1905.2 The preferred and common stocks were 
each assessed nine dollars a share, and given first preferred 6% 
cumulative stock to the value of their assessment. In addition, 
the old preferred stock received 50% in new common stock, and 
the old common stock 25% in new common stock. The plan can 
be seen from the table given on the next page. 
The most serious criticism that can be mentioned is in the 
“unfairness with which the preferred stockholders were treated, 
in comparison with the common stockholders. At the time of 
consolidation, and even after the American Bicycle Company 
was on its feet, the officers contended that the preferred stock 
was represented by tangible assets, and it had been absorbed 
by the outside public to some extent as an investment security. 
This being the case, the purchasers of the preferred shares would 
consider themselves in a distinctly stronger position than the 
holders of the common stock. Yet the only difference in the 
reorganization plan was that, after paying the same assessment, 
the preferred stockholder received twice as much of the new 
common stock as the holder of the common stock. This appar- 
ent disadvantage of the preferred shareholder was all the more 
unfortunate because the preferred was more in the hands of 
the public than the common stock.4 
The plan of reorganization avoided the creation of bonds. 
Like the first Reorganization of the N National Cordage Company, 
| the American Bicycle Reorganization refunded the previously 
existing bonds into a preferred stock. It went even further. 


' Reorganization Agreement, December 15, 1902, pp. 5, 6. 
? Modification of Agreement dated January 26, 1903, p. 2. 
* Affidavit of George Pope. XIII R. I. C. 680. 


* From personal evidence given to present writer. Shown also by large sales 
of preferred stock on the New York Stock Exchange. 
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It retired the floating debt by means of a money assessment, 
which was represented among the securities of the reorganized 
Company by stock rather than bonds. The total floating debt 
‘amounted to $1,506,608 on November 1, 1902.!_ This, with the 
debenture bonds, made a total debt of nearly $11,000,000. The 
entire amount was refunded into stock by the reorganization, 
and in addition, nearly $1,000,000 was placed in the treasury. 
Total debt and stock liabilities of $37,653,008 were thus reduced 
to less than $20,000,000, — after allowing for the new money, — 
and this was entirely stock. 

Soon after the announcement of the plan, a Committee of the 
public holders of the debenture bonds sprang up which,solicited 
the codperation of those dissatisfied with the pay Little 
was accomplished, however, probably because of th elatively 
slight pecuniary interest of the public in the Bicycle Company’s 
securities. By the middle of January, 1903, hardly a month 
after the announcement of the plan, it was declared operative. 
In due course of time, the Pope Manufacturing Company was 
incorporated under New Jersey laws, and the personal property 
of the old American Bicycle Company and the shares of the 
subsidiary companies were bid in by the Reorganization Com- 
mittee for $3,500,000. The syndicate which underwrote the 
assessments for the common and the preferred stocks was called 
upon to take up nearly a fifth of the old stock, showing that 
a considerable number of the public stockholders allowed their 
interest in the new Company to lapse by default. With but 
slight interruption, the entire reorganization was consummated 
without difficulty and the new Pope Manufacturing Company 
began doing business in its own name August 1, 1904. In this 
new Company the Pope family was dominant. Col. Pope had 
had confidence in the old Bicycle Company, and had kept his 


1 Plan and Agreement of Reorganization, December 15, 1902, p. 9. 

2 Edwin Gould, H. L. Higginson, W. H. Taylor, Wm. M. Laws, Sec. Brief 
notice in 76 Chron. 49, 267. The influence of this committee was sufficient, however, 
to accomplish the change from the 6% non-cumulative rate on the preferred 
stock, into which the bonds were to be refunded, to the 5 % rate cumulative after 
two years. 

? Acceptance of offer authorized by Judge Kirkpatrick, April 27, 1903. 
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securities through the reorganization. In the new Company, 
he was personally the largest holder of the second preferred stock. 
He was also the ‘‘ owner of nearly all the common stock.” ! 

The first year of the Pope Manufacturing Company was not 
financially successful. Gross sales of over $7,000,000 resulted 
in a net profit of $50,000. Clearly the dividend on the first 
preferred stock was not earned. The second year showed little, 
if any, improvement. When the sudden cessation of demand 
for bicycles was fully realized, the managers turned toward 
the manufacture of automobiles. The latter industry was in 
its infancy, other manufacturers were already better established, 
and the cost of refitting the factories laid a new burden on the 
already over-burdened finances of the Company. One after 
another of the old bicycle Company’s plants were disposed of, 
but the Company was in constant need of working capital. 
Toward the close of 1904, the first preferred stock had a market 
value of about $89 a share, the second preferred stock, — the old 
debenture bonds of the Bicycle Company which Baring, Magoun 
and Company had sold to the public at par, — a value of about 
$16 a share, and the common stock of about $5 a share. 

Little of consequence occurred in the history of the Pope 
Manufacturing Company until the summer of 1907. The 
bicycle business was concentrated in two factories, and an adver- 
tising campaign was inaugurated to introduce the Pope-Tribune, 
and the Pope-Hartford automobiles. By the end of 1906, the 
net surplus amounted to a little over $90,000, but it is difficult 
to say how much of this should have been charged to depre- 
ciation account. The public presumed that the Company was 
doing fairly well, and that no serious crisis was impending. 
~It was with surprise, therefore, that the business world learned, on 


August 17, 1907, that Receivers had. been. appointed:on the peti- ‘ 
- tion of a merchandise creditor. The failure of the Pope Com- \ 


pany was among the first serious embarrassments of the panic 
of 1907, and the fact that it occurred in the summer, at the first 
signs of money stringency, indicated the precarious condition 
of the Company. Its financial difficulties were serious. The 


1 78 Chron. 1966. 2 80 Chron. 115. 
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underlying cause was the difficulty of readjustment entailed 
in changing from the bicycle to the automobile business. At 
the time of the first reorganization, it was supposed that much 
of the machinery used in the manufacture of bicycles could be 
taken over by the new Company at a fair valuation. This 
assumption proved unwarranted, as the economical manufacture 


of the automobile. required new and special machinery. Much 


of the working capital obtained at the earlier reorganization 
had to be used for refitting the factories, and the old machinery, 
carried at large values on the books of the Company, proved of 
little service in the actual operation. The inventories, consisting 


. mostly of bicycles and bicycle parts had proved little else than a 


burden. 

Until a settlement could be effected the business was con- 
ducted by the Receivers, A. L. Pope, the former Vice-President, 
and E. J. Tamblyn. In the meantime the prices of the Com- 
pany’s shares fell. The first preferred stock which represented 
money paid in at the time of the American Bicycle Company’s 
Reorganization was quoted at $15 ashare. The second preferred 
stock, which represented the debenture bonds of the American 
Bicycle Company taken by the United States and Mortgage 
and Trust Company and by Lee, Higginson and Company at 
924% and offered to the public by Baring, Magoun and Com- 
pany at par, was quoted_at one dollar a share. The common 
stock, which represented the old preferred and common stock 
of the American Bicycle Company, was quoted nominally at 
one-eighth of a dollar a share,— twelve and a half cents. The 
market value of the Pope Manufacturing Company on the basis 
of these quotations amounted to $457,401, or about one-fifth 
what the stockholders had contributed in money at the time of the 
American Bicycle Company’s Reorganization. This $457,401 
was the market value of stocks having par value of $21,000,000, 
and representing assets carried on the books at over $23,000,000. 
In 1900 the corresponding securities of the old American Bicycle 
Company had a total market value of $16,500,000. Taking 
into account the money contributed at the time of the Ameri- 
can Bicycle Company’s Reorganization, property once of a 
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market value of $19,000,000 had declined to less than three 
per cent.! 

Pope Manufacturing Company. was the liquidation of the float- 
ing debt.’ This could not be easily accomplished until the force 
of the panic of 1907 had spent itself. It could be done finally 
only through the further investment of new money, and this 
required an easier note market than prevailed during 1907. The 
officers of the Company, therefore, wisely postponed any settle- 
ment of the difficulties until the autumn of 1908. In the mean- 
time they secured the codperation of certain friends and bankers 
who consented to advance $800,000 on short term notes in con- 
sideration of a bonus of $500,000 in new preferred stock voting 
trust certificates and $90,450 in new common stock voting trust 
certificates. The syndicate thus constituted then offered the 
notes to the old stockholders giving with each note a bonus of 
50% of new preferred stock voting trust certificates. Had the 
stockholders later subscribed to the entire amount of the notes 
the syndicate commission would have amounted to $100,000 in 
the preferred and $90,450 in the common stock.‘ 

The final syndicate and reorganization agreement was dated 
July 15, 1908. . No assessment on the old stockholders was con- 
templated. Their holdings were, however, to be cut down consid- 
erably and the common stock was to be obliterated altogether. 
Yet considering that the common stock possessed merely a 
nominal market value of twelve cents.a share, the sacrifice could 

1 This market valuation was distinctly less than the actual worth of the Pope 
Manufacturing Company’s assets. For example, the land and buildings at Hart- 
ford were inventoried at $573,450 (Hartford Times, September 16, 1907), and this 
figure was distinctly conservative in view of the reproduction cost. In addition 
the Company had its machinery, tools, and a probable balance of net quick assets, 
although the forthcoming panic of the autumn of 1907 made any judgment of the 
value of quick assets somewhat doubtful. 

2 List of liabilities aggregating $1,008,542.33 filed August 31, 1907, Superior 


Courts Connecticut. 


3 Reorganization Agreement, July 1 15, 1908, P. 7. 
“4 This somewhat original, but on the whole, wise plan was devised by Albert 


Rathbone, Esq., of Joline, Larkin and Rathbone. Had the trouble been pre- 
cipitated by any other cause than a stringency in the money market, it is doubt- 
ful if it could have been relieved by a mere palliative. 
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not be considered great. Most of the common stock, together 
with a majority of the second preferred stock, was held in 
the family of Col. A. A. Pope so that the reorganization bore 
hardest on those close to the management. The Pope 
Manufacturing Company of Connecticut was organized to take 
over the assets of the old Company of New Jersey. Its capital 
stock was $2,500,000 in first preferred 6% cumulative stock, 
and $4,000,000, in common stock... The. first. preferred stock- 
holders were allowed 75% of their holdings in new preferred 
stock and 83% in new common stock.’ This liberal allotment 
was due to the fact that the first. preferred, stock had a claim to 
‘dividends that had been accumulating since the last reorganiza- 
tion at the rate of 6% a year. ~In°case the business was wound 
up, the first preferred stock would receive not only its par value, 
but also its accumulated unpaid dividends. It was a distinct 
question whether or not, at forced sale, the Company had assets 
sufficient to meet these claims of the first preferred stockholders 
in full. The second preferred stockholders received 20% in new 
common stock. The table given on the next page summarizes 
the financial plan of the reorganization. From this table it is 
clear that both the capitalization and nominal contingent charges 
were reduced considerably. Other than these changes in the form 
of capitalization, little except temporary relief was accomplished. 
No permanent new capital was added. The men who furnished 
sufficient money to fund about half the floating debt into short 
term notes were given over $500,000 in stock. It was the price 
which the Company felt itself compelled to pay that it might 
be able to continue in operation. Like the Westinghouse Com- 
pany at the time of its second failure, the Company faced a 
financial panic with an unmanageable floating debt, and relief 
was possible only through the application of some paliative. 
But, unlike the Westinghouse Company, the Pope Company 
obtained the necessary relief by means of a loan, which gave no 
permanent addition to the resources of the Company. 

After this Reorganization was consummated, the new. Pope 
Manufacturing Company of Connecticut paid off the syndicate 

1 Reorganization Agreement, July 15, 1908, p. 6. nore 
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loans in rapid succession; and during the next four years the 
Company was in a fairly prosperous condition. But in 1973, 
owing to an unsuccessful attempt to manufacture low priced 
automobiles, the Company failed a third time. As this proof is 
being corrected for. the press (December, 1913) the preferred 
stock is quoted at $8 a share and the common stock at $1 a share. 
A part of this common stock is: all that remains of the original 
bonds sold in 1899 by reputable bankers to the public at par. 
Had a private investor purchased a $1,000 bond of Baring, 
Magoun & Co. in 1899 he would have, after the changes necessi- 
tated by the operation of the reorganizations of 1903 and 1908, 
two shares of common stock. In addition he would have 
lost interest for twelve years. In brief, having bought the under- 
lying bond of an industrial consolidation in 1899, recommended 
by reputable investment bankers in Boston and New York and 
secured by actual tangible property costing at least twice the 
total bond issue, a private investor would have in 1913 an in- 
vestment worth two dollars. Including simple interest this stock 
would represent an investment of $1,600. 


The failure of the American Bicycle Company is a con- | 


spicuous instance of the collapse of a financial structure, following 


the collapse of an industry. People ceased using bicycles, and — 


_ the corporation that held a practical monopoly in their manu- 
facture found the demand for its product had fallen below the 
point where it could employ methods of large-scale production. 
The capital invested in the manufacture of bicycles ceased to 
fulfill an economic and social service and the Company failed. 
A reorganization of the most drastic character could not rehabili- 
_tate either the industry or the corporation. A more striking 
failure would be difficult to discover in the annals of our con- 
solidation movement. The causes lay primarily not in ineffi- 
cient management or unwise financial policy, but in the practical 
cessation of a manufacturing industry employing machinery not 
readily readjusted to other uses. 


~~ 


CHAPTER XI 


THE AMERICAN MALTING COMPANY 


Nature of the malting business, 270; promotion of the American Malting 
Company, 271; incorporation of American Malting Company, 275; value of the 
property acquired, 277; purchase of the Neidlinger plants, 280; early success, 
283; methods of accounting, 283; the inflation of net income, 286; distress of 
the Company, 289; litigation covering promoters’ profits and dividends declared 
out of capital, 291; primary causes of failure of Company, 244; the two un- 
successful plans of reorganization, 296; reorganization of American Malting 
Company and formation of the American Malt Corporation, 301; conclusion, 304, 


CHRONOLOGICAL SUMMARY 


1896. First plan of consolidation. 
1897. Promotion of the American Malting Company. 
1899. Purchase of the Neidlinger malt houses. 
1900. Beginning of litigation. 
1903. Two unsuccessful plans of reorganization and an attempt to change the 
management. 
1905. Settlement of litigation. 
Successful reorganization. 
1906. Incorporation of American Malt Corporation. 


From the point of view of this book, the interest in the Ameri- 
can Malting Company centers about three periods in its financial 
history, —the promotion, the early declaration of dividends 

out of capital, and ftitoy final al “successtul.. Teorganization, The 
“American Malting Company was one of the lesser industrial 
consolidations. There was nothing unusual in the economic 
conditions which led to its promotion, and its failure was due 
primarily to the fact_ thatthe consolidated company did not 
make the | rofits its promoters had anticipated. Competition 

not Cease) after the formation’ of thé” consolidation, while 
theypersonal interest_of the manufacturers in the business did. 
In these respects, the malting combination differed but little 
from others which came into existence during the same period of 
promotion, and it would call for no special comment were it not 
for the fact that, from the point of view of financial history, 


certain features connected with its reorganization are of more 
269 
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,,athan ordinary interest. In the course of extended litigation, 
\“" “the validity of promoters’ secret profits came under the review 


a | ot the courts, and the declaration of dividends out. o. of capital was 
yw ‘ definitely.condemned.. The final reorganization grew out of a 


ee ne 


a confession of _weakness due_to  over-capitalization—and._ bad 
_management, coupled with a sincere “desire to rehabilitate the 


finances of the corporation through the adoption of a more 
conservative policy. The importance of the questions of corpora- 
tion finance involved gives a much greater significance to the 
history of the malting combination than the size of the business 
would warrant. 

Malt is germinated grain. In the process of germination, the 
starch is transformed by diastase into sugars and dextrines. 
Barley grain is the basis of the best malt. Oats, rye, and even 
corn are sometimes used on account of their lower price, but for 
the majority of uses these substitutes are not as good as barley 
malt. There are three methods by which the grain is malted. 
In the old “‘ floor’ system the grain is steeped for a few days to 
start the germination. It is then conveyed to large open floors, 
where it is turned by hand shovels, until the starch has been 
converted. In the “drum” system, the grain is germinated 
in large drums that revolve continuously in order to keep the 
grain loose, and at an even temperature. In the ‘‘ compartment’”’ 
system, the grain is passed from the steep tanks into large com- 
partments where it is kept in motion by endless spirals. The 
“floor? system is antiquated; it can be used during only a 
comparatively brief season of the year, because the maltster 
cannot control the temperature. Malt houses constructed on 
one of the other two systems can be used the year round, the 
labor costs are less, but the initial capital expenditure is much 


greater than in the old “floor ”’ system 


_ 1 No floor system malt houses are being erected now. An engineer familiar 
_ with costs estimated the net cost of production, taking into consideration the periods 
. | of operation, of the floor system at_14 cents acbushelot malt; the improved drum 
iF system, 53 cents; the e compartment system, 4% cents. These figures are merely 
| rough approximations ; which are bound to vary according to individual conditions. 
\ They are of significance, however, in the following narrative because the majority 
of the malt houses taken over by the American Malting Company were con- 
structed on the floor system. 


PRET 
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Malt has a variety of uses, —in the preparation of yeast, 
nd in patent cereal foods, for instance, — but its chief use is 
in the brewing of beer, ales and porter. As most of the malt 
manufactured is bought by the brewers, malt may be regarded 
/ as a semi-manufactured product, a half-way step in the produc- 
tion of a commodity, finally taken by the ultimate consumer. 
_The margin between the market price of barley and that of malt 
represents, the gross. profit. to.the. maltster. out of which he must Parrpr4 
defray the expenses of manufacture. The net profit remaining 
“TS Telatively small, averaging about five cents a bushel of grain SL deur 
during a period of ten years, but owing to The NUCTUATIONS Th the 
market of both barley and malt the net profit at any one time 
may be changed easily to a loss. The only advantage one maltster 


has over another, except for sk1 for skill and foresight ot management, 


is in friendly re relations ns_with_the e brewers. ‘This factor was of 


I eed 
great importance | some years ago, but with the improvements 


in the methods of manufacture and distribution, friendships and 
family connections count for much less than they did. Large 
capital is not required. A malt house of most improved design 
and construction with a capacity of 150,000 bushels can be built 
for about ee From these few facts, it is obvious that we 
are dealing here with a normal manufacturing business in which 
the conditions foster the keenest kind of competition. The gen- 
eral circumstances of success or failure, under which numerous 
competing units in a stable industry such as this are brought 
into a single consolidation, are worthy of a careful and a somewhat 


detailed study. 
In the period directly after the panic of 1893, competition 
“an the maltsters was very severe, and the element of friend- 
| 


1ffarlier in the history of the brewing industry it was not uncommon for the 
brewer to prepare his own malt. Malting and brewing are now conducted as 
rate businesses, in the large majority of cases, for the following reasons: 
Ox price of barley is very speculative and the purchase requires expert knowl- 
ge not usually possessed by the brewer. (2) A malt house is most favorably 
located near one of the primary grain markets, whereas the brewery, especially 
the small one, is best located near the points of consumption. (3) The malt house 
of the most economical size produces more malt than the ordinary brewery can 
(4) It is a distinctly different business and requires different technical 


eos 


use. 
knowledge. 
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ship_played.a..conspicuous..part.in...business .« dealings > Little 
or no malt could be sold without great effort. As a result it 
was natural for the maltsters to search for some way of reducing 
the severity of competition. In the spring of 1896, Seymour 


eer 


Scott, a small maltster of - Lyons, N NE suggested 2 a consolidation 
Tali ‘malting industr which should include some of the better 
known malt houses.24 Adam Neidlinger, the head of the malt 
house of Neidlinger and Sons, the largest in the country, refused 
to enter the proposed consolidation, and the plan was allowed to 
lapse temporarily. Scott, however, entered into negotiations 
with other maltsters, many of whom, especially those owning 
A dated ‘floor ”’ pe houses, welcomed the plan of dis- 
porte ot their property to a “ trust.” He had the active codpera- 
_tion of Charles M. Warner, a shrewd “capitalist, w who » anticipated _ 
making s secret profits through ‘the [ promotion. 7 Asa a result of these 
“fiegotiations, Scott and Warner were able to secure the options 
on something over twenty malt houses, situated in various parts 
of the country, and with these in hand, Scott sought the assis- 
tance of New York bankers. Mr. E. R. Chapman, of the banking 
house of Moore and Schley, and Mr. Koster, of J. P. Morgan & 
Company, undertook to investigate the merits of the enterprise. 
At that time promotions were popular, and they anticipated no 
difficulty in disposing of the securities once they had been con- 
vinced that a consolidation of malt houses could be established 
on a remunerative basis. _To ascertain this fact, they em mployed 
.2.well-known, accountant, Edward _.L...Suffern, to make _an_ex- 
_amination of the books of the selling maltsters..... As his reports 
~ together “with the opinions of Messrs. Chapman and Koster, 


tesuiee satisfactory, Moore. and.Schley,,.J..P. Morgan &.Company, 


(P » ommettion was so strong that the maltsters could only hold their trade 
through personal friendship For illustration, the largest maltster in the east 
kept an index in which were registered the names, addresses, birthdays, wedding 
days, etc., of all the brewers with whom he had dealings and their relatives. Re- 
Mee france cards and presents were regularly sent out. The maltster had to be 
ir stant attendance at the social functions given by the brewers. 

ee iis idea was suggested i in the most casual fashion to George Neidlinger of 


eidlinger and Sons, New York, during a conversation held while crossing Boston 
Common. 
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and the Guaranty Trust Company | decided to proceed with the 
PROSE. ‘Of the consolidation. 


Fike be employee i in the office of Moore and Schley. These 
options covered the properties of some twenty-two. malt 
houses widely distributed from Wisconsin to New York.t_Mith 
some, or all, of these options in hand, Moore re and Schley. solicited 27 
subscriptions to the stock of the American no Malting Company, 
“as yet unincorporated. It was planned that this corporation, 
when formed, should take over the options and pay for the plants. 
Public subscribers were offered the.preferred stock at par, with 
a bonus of 50% in common stock sand the public bought $o,- 
000,000 of the preferred stock on these terms. _It was repre- 
sented by the promoters, fortified by estimates furnished “by 


_Edward 105) ‘Suffern, ‘and “by the estimates ‘of ‘certain maltsters, 


eatin 


that the “net camnings s of these_properties _would be atleast 
$2,000,000 annually, without raising the price | of the product 
‘to »_consumer.” co] ‘The estimate given in the Financial and 
Commercial ‘Chronicle was even more optimistic. “ Expert 
accountants, after examination, have certified that during the 
past five years of depression, these concerns,earned net about 
$1,300,000 per annum, on a competitive basig.4 It is the opinion 
of the ablest men 1 in the trade _ that the net, earnings, by reason, 
of the Te luctions 1 in tt ae ‘cost “of “administration, etc., can be 
Increased a BOO Et “Before the Rene, Malting 
Company was incorporated, t the enterprise was spoken well of in 


financial circles, and the selling maltsters themselves agreed to 


amt ic (ihr 


(:)tre location, relative size, and type of the houses may be seen at a glance 
f the table on the following page. 
riginal subscription blank, dated September 27, 1897. 
Minutes of the first meeting of Board .of Directors of the American Malting 


entpdny, September 28, 1897. 
; Wir. Suffern’s estimate was based on a very hasty examination of the plants, \\ 
P| 


yet there is no doubt but that the malt houses entering the combination were, 
as a whole, on a paying basis. The estimate can be considered thoroughly reliable,, 
The present example, in the light of subsequent history, is a startling illustration” 
of the fallacy of basing an estimate of the future earnings of a consolidated Com- 
pany upon the aggregate earnings of the constituent plants prior to their combina- ; 
tion. 

5 65 Chron. 619. 
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take $3,000,000 of the preferred stock, with a bonus of 50% in 
common stock in partial payment for their plants. Judging 
from the valuations of the malt houses, the probability seems 
to be that this preferred stock was taken by the maltsters instead 
of money, the terms being somewhat more favorable than those 
offered the public. 

On the strength of the options, and the successful public “a” 
offering of the stock of the prospective Company, Moore and Ay 
Schley employed the attorneys Simpson, Thatcher, and Bamuma™ , » SY 
to form the Company. It was to be a New Jersey corporation. va | 

~The certificates were filed, September 28th, by H. H. Durand,” 
J. J. Treacy, and Frederick Dwight, employees in the office of 
the attorneys. The certificate called for a capitalization of 
$30,000,000 », divided e equally between 7% cumulative preferred,” 
and common stock. All. but. $2.5 500,000 of | preferred : stock and... 
—$rT35:600 of common - was to be issued in the first instance. — 
The first President was H. H. Durand, the attorney's clerk, < 


- meal 
_and_ the first "Trea: the fir St Tréasurer, Wilham M. M. Barnum. ere were, 


meek 


beside the “beside the President, | four “dumm “directors. “At the first 
meeting of the Board, “held sou 28, “1897, the Directors 
entered into an agreement with Eicks to issue to the latter 
$12,500,000 in preferred stock and $13,750,000 in common stocK,! 
In return for this, Eicks agreed to deliver to the new Company 
the twenty-two odd malting plants, for which he held options, 
and $2,080,000 in money to serve as working ee } 
At __At the time.the. Directors passed the resolution, * “that, in the per 
_judgment.of the.) Board of Directors of this ‘Company, the ‘value 
to this Company,..of. the. properties. covered. by,,.the. proposal. of 
“Mr. C. H. Eicks made this day is such as to justify and.render 
“desirable t the Buca | thereof by said Company, upon.terms of 
—~hiis said proposal.” } “This resolution. was passed to comply 
with the New Jersey statute ratute that, ‘in the absence of actual fraud 


he 
be t 


ji hundred shares of this ($10,000) had already been issued to start the 
mpany. The actual contract, therefore, called for only 137,400 shares ($13- 
749,000). 
$10,000 had already been paid, as stated in preceding note. 
3) Minutes of first meeting of the Directors American Malting Company, Sep- 
tember 28, 1897, Resolution r. 
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with thé worth of the malting plants, and that the President 
ofthe Board was an _ irresponsible clerk of the attorney, their 
4 resolution can be regarded as expressing little more than the 
ye” formal...compliance...with..a,.much.abused_ statutory provision. 
iy 2° The $12,500,000 of preferred stock and $13,750,000 of common 
ae stock issued to Eicks was then assigned by him to the Guaranty 
fh e y Trust Company, whichhad been requested by Moore and Schley 
we Sp \to act as their agent$for the issue of the securities of the Ameri- 


es 

Hoye ‘can Malting Company. The Trust Company, having called 

v for and received payment from the public of the original sub- 

scription of $9,000,000, now proceeded to issue their interim 

certificates for both the $9,000,000 in money subscribed by the 

public, and the $3,000,000 subscribed by the selling maltsters. 

Certificates for the bonus of common stock were delivered 

in both cases, in accordance with the terms of the subscription 
contract.2/ 

The allotment to the subscribers, both the public and the 

maltsters, amounted to $12,000,000 of the preferred and $6,000,- 

* cco of the common stock. There was delivered by Eicks to the 

A a Trust Company $12,500,000 of the preferred and $13,750,000 

My of common stock. There remained, therefore, in the hands of 

FD eeprepemre ne  he rel Sceea ee 

 . . ™666"0F common stock. icks, at the request. of Moore and 

Fy St sehley;-now-ordered the Trust Company to make this over to 

“himself, and Moore and Schley,3 This was the profit of the pro- 

‘ ‘moters after. the payment of the expenses.incidental- to the 


\ 
Be ies of Moore and Schley to Guaranty Trust Company, September 27, 1897, 


({? According to letter of Moore and Schley to Guaranty Trust Company of 
September 29, 1897, the selling maltsters were not to receive certificates of stock 
in the first instance, but only “ certificates assuring the delivery,” so that “ such 
stock may not get into circulation.” It has been very common for the promoters 
of industrial enterprises to insert some such clause, so as to prevent certain of the 


vendors or underwriters from realizing on their stock as soon as a market has 
been created. 


$ Letter of Eicks to Guaranty Trust Company of October 4, 1897. 
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incorporation. Moore and Schley immediately sold for their 
own account 4,000 shares of the preferred and 2,000 shares of the 
common stock. The distribution of the stock can be seen 
from the following table. 


PREFERRED ComMoNn 
Stock Stock 
Par Value Par Value 
Issued to acquire in the first instance twenty-two 
malting plants and $2,080,000 working capital ...... $12,500,000 $13,750,000 
IReservedsinutreasulyeriataeeis smal. cei ieee cis» Peete 2,500,000 1,250,000 
AUTHORIZED E CAPITALIZATION o.scealscins s+ ss sees cece s $15,000,000 $15,000,000 


The amounts of the two classes of stock that were actually issued were accounted 
for as follows: 


PREFERRED ComMoN 
STock Stock 
Par Value Par Value 
Public subscription for $9,000,000 cash .............. $ 9,000,000 $4,500,000 
Maltsters’ subscription and as part purchase money ... 3,000,000 1,500,000 
Promoters’ share, including profits, underwriting fees, 
and expenses of incorporation ............00000055 500,000 7,750,000 
ROTADEISSURDEGAPITALIZATION) oie cleiciyexe © ucts «19/2 sis-2 $12,500,000 $13,750,000 


The actual value of the properties conveyed to the Company 
their barle and malt on hand nor their bills receivable t¢ ‘to. the 
any... PThe: conve etveir and 
We are concerned, therefore, in “the promotion, with 
enneanesiasnce 

merely the real estate value of the malt houses. The good-will 
of the concerns was of nominal value, unless the old maltsters 
remained in the actual management of their businesses. These 
malt houses had a remunerative capacity of something less than 
11,000,000 bushels of malt annually, although their nominal 
capacity was assumed to be in excess of 16,000,000 bushels of 
malt a year® Engineers estimate the cost of constructing 


can be estimated only indirectly. _None of the maltsters sold yw” 


Letter of Moore and Schley to Guaranty Trust Company, October 6, 1897. 


2¥rom October, 1897, to October, 1898, the Company actually bought and 
manufactured 12,253,659 bushels of malt. It started with 3,812,208 bushels 
bought from the selling maltsters. The actual manufacturing capacity of the 
Company during the first year of its history was, therefore, 8,441,451 bushels of 
malt. In the course of the year the Company actually sold 10,973,070 bushels 
of malt. During part of the time it was operating plants bought after the original 


promotion. (Figures computed from affidavit of Clark, an. accountant. See 
deel al al cide ae cea 


* 


A Ztwo vo malt. houses at, not over. 
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malt houses, including sites, at about $500,000 or $600,000 per 
million bushels capacitfy..¢ New plants of about the same pro- 
ductive power could then have been constructed for less than 
$6,000,000. A few years later, when the American Malting 
Company wished to issue $4,000,000 of bonds, it was stated that 
their plants, including certain properties acquired in the mean- 


various lines..of.evidence,.we.estimate, the , value of the twenty- 


4900, Weare. placing.Mpon... 
The underwriting syndicate 


IONE ESOS EI 


Pn at least a liberal_valuation 


TIS 


i 000,000 in money. ~ The actual property received 


by the Company is, therefore, to be valued at not over $7,000,000. 
For this, the public and the maltsters subscribing to the promot- 
ing syndicates paid $12,000,000 in money; and the Company 


Hutchinson and others v. Curtiss and American Malt Company, Supreme Court, 
New York County, February, 1904.) After the acquisition of the Neidlinger 
houses, the largest units in the consolidation, and four smaller malt houses, the 
total capacity was slightly less than 14,000,000 bushels. (During 1899, the Com- 
pany sold 13,991,535 bushels.) At the meeting of July 11, 1900, the Directors 
voted not to operate some of the first acquired malt houses. They stated “ total 
capacity 12,500,000 bushels.’’ This was after the Neidlinger and six other malt 
houses had been bought. 

A statement issued by the American Malting Company, April, t900, states the 
nominal capacity of the houses originally purchased by the company to be approxi- 
mately 16,000,000 bushels annually. Houses having a nominal capacity of over 
1,000,000 were never operated. Others were closed soon after they had been 
acquired. Others were operated only at times of marked demand. In no sense 
can the nominal capacity of 16,000,000 bushels be looked upon as the actual 
capacity under even abnormal conditions. 

O This estimate is further reinforced by the fact that the management paid in 
1899, $1,500,000 cash for the Neidlinger properties, having estimated capacity of 
2,800,000 bushels. 68 Chron. 185. 

/ 2 Circular, November 8, 1899. 

{tiers were mortgages on the separate plants aggregating $395,000 which the 

empany assumed. The estimate of $5,000,000 for the malt houses represents 

a little over half what the maltsters received in cash or preferred and common 
stock taken on a cash basis. The maltsters, judging from individual figures that 
have been shown the present writer, recognized that they were receiving about 
twice what their plants were actually worth. Some vendors, particularly Chas. M. 
Warner, received considerations out of all proportion to the value of the property 
they conveyed to the American Malting Company.— 


a. time for over $2,000,000, were worth in excess of $5,000 000 #/ 
RY gsome of the malt houses originally acquired were soon aban- 
doned. Two, at least, were never operated. If from. these 
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issued against it $26,000,000 in stock. Soon after the securities 
of the American Malting Company were placed upon the market, ¢ 
the preferred. stock was quoted at $87 and the common stock ato 
337: ‘The syndicate subscribers. , who “acquired _ the preferred 
“stock with” ‘ha bonus ¢ of of 50% in. common, were therefore able to 
Tiguidate their holdings at a slight profit. On the basis of these Pal» 
early quotations, the assets of the Company had a market value 
of $16 000,000, somewhat over twice a fair ir estimate of the tangible po par 
“property. The maximum market value of the securities passing 
to the promoters amounted to approximately $3,000,000, but 
owing to a subsequent rapid decline in market value, the majority 
of the promoters realized little pecuniary profit, and their business 
reputations were affected unfavorably by the circumstances 
surrounding the subsequent failure of the Company. 
The entire promotion came under the review of the courts 
later, when several stockholders demanded of Moore and Schley 
that they account to the Company for any promoters’ profits yt 
they might have received. The Appellate Division of the New @4-*: “a 


EEO RELATOR POR a Sees 
York Su apenas, Court, in a decision of three to two, saw ‘nothing DhAatatdeet 


nl EE ra 


ss The American 1 Malting Company, 


sencenuraha its ene eit Eicks, received exactly what it 
bargained for, namely, the malting plants and the working capital. _ 


In the subscription agreement between Moore and e and Schley a and 
the public, the Malting Company had no interest, terest, and hence 


it could not demand an accounting for any secret p profits which 
the promoters might have made in the sale of the stock to the 
public. The attitude of the court.in.the matter bas more than 
passing interest, _ because, it hasetended*toxgive a, Jegal status to 

le_secret ret proiits 1 “made in a successful promotion! Unfortu 
“nately, i in this particular case, there was a distinct difference of 
opinion as to whether the promoters occupied a fiduciary position 
toward the planned, but as yet unincorporated, Company or 
toward the subscribers to this syndicate. The case did not 
reach the Court of Appeals unfortunately. As far as one can 


1 Supreme Court, Appellate Division, First Department, November, 1903. 
92 Appellate Div., N. Y. 382. 87 N.Y. Supp. 369. Discussions of promoters’ 
liability; see Machen, Modern Law of Corporations, Vol. 1, §§ 375-399- 
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mA “ y/ judge, the > law is is by no means clear as to what.acts.of a pro- 

‘oy f “moter are ‘are “those. of agent. or trustee ‘for. a Corporation as yet 

e ye ~~unformed. legally, but the full nature of which is_u nder: stood by 

es all parties. The rights ofa ‘Corporation as principal, or cestut que 

| trust, to require an accounting for all secret profits made by its 

ae occupying a fiduciary position toward it, seems to be 
a long recognized principle of law. 


picaere-errmrewnees 


a 3 | , The Company commenced business on October 4, 1897. 
vA ay Alexander M. Curtiss, of Buffalo, was chosen President, the 
ay & ~ attorneys’ clerk, Mr. Durand, having resigned. The chief 
YY y\ selling maltsters were elected directors, and later appointed 
“Managing Directors”’ at annual salaries ranging from $4,000 


to $10,000. E. R. Chapman, of Moore and Schley, was chosen 
Treasurer, at a salary of $8,000; and the moving genius of the 
whole promotion, Mr. Seymour Scott, became General Superin- 
tendent, at a salary of $10, ooh The banking interests assumed 
the actual management and appointed their own officers. ga) 
Almost immediately, the Company made the purchase of five 
yt-Small, antiquated, and inefficient malt houses atfictitious.figuxes.? 
viig BY Le _, 4Three of these were acquired from Charles M. Warner and one 
4: re trom n Seymour § Scott. The aggregate cost of these amounted to 
Dai “$170, 0,000, in money and $40,000 in preferred stock. The Com- 
pe pany also acquired some thirty-eight grain elevatorg; 4 chiefly 
in Minnesota, for about $260,000.5 
The most considerable acquisition, however, was the malting 
business of Neidlinger and Sons, New York. This was the largest 
single malting concern in the United States prior to the formation 
of the American BUI Company, and was at first its most 
formidable competitér.s/ The firm owned seven malt houses, the 


uthorized meeting of Board of Directors, held March 15, 1808. 
or example, pe auditor from a distilling Company. Relatives of important 
als were given “ jobs.” 
"a 3 EF or example, one bought of Chas. M. Warner at Clyde, N. Y., for over $30,000 
eee Committee Report, March 5, 1900, Schedule B) was sold three years 
later for $5,250. (Galloway Committee Report, October 31, 1902.) 
* The majority obtained from a certain H. J. O’Neil Grain Company. 
°-$263,252.76; Uhlmann Committee Report, p. 3. 
6 The business had been organized in 1863 as Schedel and Neidlinger, taken 
over by the co-partnership of Neidlinger, Schmidt and Company in 1866, and by 
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largest, at 63d Street and East River, occupied an entire lot and 
possessed valuable water frontage. The actual capacity of the 
plants was approximately 2,000,000 bushels, the sales during 
the year 1898-99 being in excess of this. When the first plan 
of a malting consolidation was discussed, Neidlinger and Sons 
were offered $2,000,000 in money for their business. The offer 
was refused and the idea of a consolidation was temporarily set 
aside. In the final promotion of the American Malting Company 
Adam Neidlinger was bitterly opposed to the idea of a combina- 
tion, and refused all offers. Finally, in 1898, a year after the 
American Malting Company was formed, the Neidlingers entered 
into negotiations with a number of competitors looking toward 
the formation of a consolidation in direct opposition to the 
Company. At this point, two directors of the American Malting 
Company began to negotiate for the purchase of the Neidlinger 
business. The price of $1,500,000 was finally agreed upon by 
both parties. ) 08 this amount $100,000 was_paid immediately 


4,000 shares of the preferred stock, cs en Adan Nvidinuss. 


NEESER ENN 


which bought the treasury preferred stock of ee Company at 


Neidlinger and Sons in 1892. At the time in question, during negotiations with 
the American Malting Company, the entire assets were owned by the founder of 
the business, Adam Neidlinger; the other two partners, George F. Neidlinger and 
Oscar von Bernuth, were partners only to the extent of participating in the profits 
of the business. 

1 Neidlinger demanded first (January 15, 1899) $1,875,000 — $1,500,000 in 
money, and the rest in stocks. The offer was refused by the Directors of the 
American Malting Company, who in turn offered $1,500,000. The Neidlingers 
were to take 3,000 shares of the preferred stock at $85 a share (January 21, 1899), 
but the allotment was changed to 4,000 later (January 23d). The first agreement 
was as follows (signed January 25, 1899). 


(GEIAN,, . ooo ocho 08 OER CIOS Ooo $100,000 
Preferred stock, 4,000 at $85............5+--- 340,000 
CivTMOnthSeMoten ts «cock ie ainmiad aoe. cess 500,000 
INKEHIONEHS SOLE. oe Meee inate folks a ax 560,000 

$1,500,000 


About the middle of February the Directors decided to pay cash, instead of the 
two notes, according to plan outlined in text. 
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$80 a share, and the common stock at $30 a share. These prices 
were each about $4 less than the prevailing market prices. Adam 
Neidlinger subscribed to this syndicate for 600 shares of the pre- 
ferred stock, and 1,000 shares of the common stock. Six of the 
Directors of the American Malting Company also subscribed 
to the syndicate, as did several prominent New York brew 

The market prices of the stocks were maintained at levels above 
the syndicate prices, so that the Directors were in a position 
to dispose of their subscriptions at a profit had they so desired. 
There is every evidence to suppose that the brewers subscribed 


ESN ET PSE DNAS A ETN DO RS 
because of confidence in the permanent s success OF “the Company. 
En LER EA A i NN RUHR 3 


From the very beginning it had been a part : of the po cy of the 
promoters of the American Malting Company to enlist the 
pecuniary interest of prominent brewers and it was regarded at 
the time, as a favor to be allowed to subscribe to the syndicate. 


The price paid for the Neidlinger houses was excessive consider- 
sc oiiremeleeabaaaiat- aia” 
ing their anti rtiquated character, | but perhaps less excessive than 


the _the prices. ai. the old maltst ers at the. time. ‘of the a ormation.. Om 


aye. The standing and {‘ of Neidlinger 


rane Sore was of great value, as is attested by the fact that their 


contracts for sales of malt, taken over by American Malting 
Company, had been executed for about five cents a bushel more 
than the Company had obtained. 

By these various acquisitions the working capital of the 
American Malting Company was depleted by something over 
$500,000. [thas at. times..been stated. that. the failure.of,.the! 
_consolidation..could..be.attributed to the absorption of working 
“capital through these ea earl ly purchase ses. This seems to the present 


writer to be a contributing cause of but( slight consequence? a 
E 


That the Company suffered, at its very inception, froma lack o 
Avorking capital is perfectly obvious; but when it is remembered 


1 Res Preferred Common 
Cr M,.Watner™ = cain cot cee 1,900 2,000 $212,000 
Chas. H. Sisdiens A a Oa ocoee 6 hs 1,500 1,000 150,000 
Seymour; Scott 22...cenerrac cease nee 1,000 30,000 
R-yNunnemacher =. .a0- eae eee 200 200 22,000 
Dx DaiWeschler: fiance ee ener 200 200 22,000 
ASM Curtiss’ son cicc.cieie as este eee 200 100 19,000 
eaorge Ein 
COPS Gooooosnoneaoecsorddesencd 1,000 ante 

BC Schacter =... etn ce nether eee I,000 1,300 Roe 
Otto: Huber i025 A eee eee eee 1,000 Raise 
Anton Schwara'\./s<..s.<.«csacsmene teen 600 F 


48,000 


/j 


x 
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that the selling maltsters disposed of their barley, malt, and open 
accounts for over $2,200,000, for which the Company obligated 
itself to pay in cash and notes; while the promoters started the 
enterprise with only $2,080,000 in cash, the absorption of working 
capital is not difficult to explain. At the very beginning the Com- 
pany had current liabilities in excess of current assets to the 


for new plants was certainly ill-advise 
trous feature in the financial policy. 


but not the only disas- 


amount of over $212,000. An ‘cance taunnene of $500,000. 


pa 


Cafe pind 


At first the Malting Combination appeared to be a success. Quw*44 


a aT ca NETTIE 
_~ Regular quarterly.dividends, of 13%. were. decla red on tl ‘the pre- 


ferred stock from the beginning. At the time of the declaration 


of the seventh consecutive dividend, in “June, 1899, an article _ 


stated that “ the entire dividend on the preferred_stock had been 
earned in the first five months of the year.) Later, it was 
announced that, in the year ending December 31, 1898, the first 
full year of the Company’s history, the net earnings were over 
$1,000,000, and the surplus, after paying the full dividend on the 
preferred stock, amounted to nearly $200,000. By March, 1899, 
the market price of the preferred stock had risen to $88 a share, 


and that of the common stock to $38 a share. _During this time. this time a speth 


“ stock pool.” was being operated, __When it was liquidated 5 Powtecker 


considerable profit was realized d by its subscribers, some of whom 


IU SERA meee eat 


_were. the directors and “promoters « ‘ot. the “Company. 

arr t developed later that this apparent. prosperity of the Ameri- 
can Malting Company was unsubstantial. This is understood 
from a somewhat detailed examination of the Company’s methods 
of accounting. On acquiring the plants of the selling maltsters, 
the American Malting Company purchased 3,812 208 Dushels of 


(ora the Directors anticipated unfavorable comments on their policy of 
€cting working capital to the purchase of plants is indicated by the inspired 
article that appeared in the New York Sun in October, 1899, and was quoted by 
the Commercial and Financial Chronicle. The Company was then a borrower 
of money in the open market. The borrowing was explained by the large pur- 
chases of malt houses and elevators and the “ requirements in conducting increased 
business.” 69 Chron. 908, October 28, 1899. 

8 Chron. 1178, June 17, 1899, referring to New York Sun, June 13, 1899. 

he figures upon which this and the following estimates are based were 
brought. to light by Mr. Clark, an accountant who testified to the court in the 


ay Prego é g ? soe 
pas ae, ase 7 
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n oo malt, manufactured and in process, from the selling maltsters, 


ye gt a For this th CY... aid $1 ,634,878.3 I, OF 42.9 ¢ 2.9 cents pee bushel, almost 
Wt exactlyf’ s/a bushel in excess of what they should have 


malt manufactured by 
ri: ents exc] Lve.0 fae 


them, immediately on starting 
neral expenses) The two cents 
to have Deemalsecret profit ghichithe 
~<4- allng-malisiers made atthe expense of the Company...This 
fan ') 3,812,208 bushels represented the full amount of the Company’s 
(2) business for the first five months,.or until March 1, 1898.! During 
these five months, the ‘general expenses? and ordinary over- 
head charges, less rebates and miscellaneous credits, amounted 

to $111,149.78, or{2.9 cents}for every bushel of malt sold and de-_ 
livered during that period... Adding this 2.9 cents to the 42.9 cents 
paid to the selling maltsters, it is apparent that every bushel sold 
L649 during this period, while the Company.was disposing of the malt 
» ¥ acquired from the old maltsters¢Cost 45.8 cen During this 
Cc period $1,781,909.79 was received for the 3,867,751 bushels 
actually sold. This is 46.08 cents a bushel. The net profit, 
, , therefore, on the malt acquired from the selling maltsters, the 
_4°~ — sale of which constituted five months of the Company’s busi- 


Ress, amounted to only .27 cent per bushel, a little over $10,00047¢ 


These facts, every one of the Directors, except possibly Mr. 
Schley, should have known, as they themselves were the selling 
maltsters or intimately familiar with the Company’s accounts; 
yet on December 27, 1897, less than three months after the Com- 

peer had commenced business, the Directors declared the first 


dividend on.the preferred stock, a dividend requiring a disburse- 
ment af $219,450. Unquestionably the Directors could not 
have been certain that the dividend had actually been earned, as 
, Subsequent admissions on their part show that the general ooks 


&? . ° 
ve of the Company.-for.this p tiod were not balanced from the 
v4 & a + cae - . a RSE 


a 
- 


ry 


Se. 


an accounts | of the branch offices til some months afterward. 
or if “Even as late as the Directors” meeting of March 7& 1898" Pres. 
7 


suit over directors’ liability for the declaration of unearned dividends. Hutchin- 

son and others v. Curtiss and American Malting Company, Supreme Court, New 

York County, February, 1904. Special Term, Part V, before Clarke, J., 45 Misc. 

484. Abbreviated hereafter as Hutchinson ». Curtiss. 

2 a amount of malt actually delivered during these five months was 3,867,751 
ushels. 
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dent Curtiss reported that the books had not yet been fully —— 
balanced. Nevertheless, the Directors declared a second regular oes 
dividend on the ered stock, amounting to another $219,450. * hee 
The actual profits, up to the first of March, amounted to a little bs woe 
over $10,000, and yet over $200,000 in dividends had already been 4 i? os 
paid by that time and another $200,000 was about to be paid. gC 


The general books of the e. American... Malting were pg 

“Completely balanced, for the 1 first time in the eee / i 
“as of December 31, 1898. This was fifteen months after the 
commencement of business. For this period, the Company 
reported a net income of $1,076,449. 79, out of which it had 
paid four quarterly dividends amounting altogether to $877, 800, 
and was soon to pay a fifth dividend. This amount of net income 
was excessive, yet the computation of earnings is a somewhat 
difficult matter, owing to peculiar features of the malting business. 
The accounting 0 of the Malting Company presented.certain 
difficulties. The accounts | were carefully examined by Mr. Clark, 
an epee _auditor, but his estimates of. earnings. are 
_unduly, small. OWING to an unwillingness to permit the Malting 
aA increases.” inthe 
~Volume.of. malt. occurring during” the process O sont tere: 
One bushel of cleaned barley, weighing 48 pounds, produces 

1.12 to 1.15 bushels of malt, so that the Company actually had : 

a greater volume of malt to sell than it had purchased of barley) rf ( 

—Clark.tollowing the strict English practice, was unwilling to allow £—r7 “° 

_avalue for this “increase,” on the ground _ that, it_had cost the 
Company nothing. In this position, it may well be contended 
_that he was in er error, because the “increase” of malt was ex- 
__ plained as a normal Tncident. to the. process of manufacture, and 
was, therefore, ‘in no sense a speculative or fortuitous” gain. 
- As it would be considered proper for a ranchman to place an 
inventory value upon his calves, although they cost him nothing 


in the strict accountancy sense, so it seems perfectly proper to 


Q Although there is a gain of from 12% to 15 % in the volume of malt over 
the volume of barley, due to the expansion of the grain during germination, there 
is an actual loss in net weight. This loss occurs through the removal of dirt, the 
waste of the steep-water, of the screenings, of the moisture in the grain and of the 
evolution of the carbon dioxide produced in the process of germination. 
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regard the excess in volume of malt over barley as a legitimate 
asset. This position is fans reinforced by the perfectly obvious 
fact that the malt “ increase ” is being constantly sold and must 
therefore find its way, somehow, into the books of record of the 
Company. The following table summarizes the computation of 
earnings according to the three methods, that of the Company, 
that of the independent auditor and that of the present writer: — 


Figures as reported Figures as com- Figures as com- 
by American Malt- puted from data puted by present 
ing Company, as of supplied by Mr. writer from accounts 
December 31, 1898 Clark’s “examination of Company after 
from of books, according allowing for increase 
October 1, 1897 to Clark’s theory of malt 
Total gross receipts including in- 
ventories, (all book values by 
Company, menccminte tates te cia: $1,199,013.11 $1,190,013.11 $1,199,013.11 
Anticipated profit on sale of 6,733- 
856 bushels of malt contracted for, 


but not yet delivered..........- 388,063.36 
MotaluGross) INCOME steiie eset $1,587,076.47 $1,199.013.11 $1,199,013.11 


General’ Expenses! fisnct- bi. . ssoreies 510,626.68 640,887.65 649,887.05 
Miscellaneous over-estimates, for : 
“increase ”’ of malt during manu- 


facture, bad debts, etc. ......... 244,010.23 47,000.00 (Approx.) 
(Netelmcome: thi set: 1d eateteh te oe tres $1,076,440.79 $305,115.23 $502,125.46 
Dividends! (7:74) styesiieeuiad= hel as 877,800.00 877,800.00 877,800.00 
Netisurplusiaearuides seer erage $198,649.79 —$572,684.77 —$375,674.54 
(deficit) (deficit) 


Admitting, then, that the outside accountant was wrong in pack 
~ allowing the American Malting Company.to. consider the “ in- 
“Grease” in malt, incident.to its. manufacture, as a legitimate asset, 
it may still be said that the Company incurred an impairment of 
its capital in the payment of its dividends. Instead of the surplus 
“Of $200,000, after all allowances had been made by the ae s 
; _gtauditors, the records of the business of the Company for yy f- 

yee = teen months should have showed a deficit of over $300,0 
reg re pe “The statement published by the American Malting enna 
a rn Was inflated in three different wayy Th e_general _expenses 
Ae. “1. dubtowere much _under-estimated... For example, _ certain items “were 
aga Tharged t (Roe "Cost _of malt,” ‘when they should have gone to 
iW € Jie conchiaionst is further emphasized by the fact that a gentleman intimately 
; iliar with the costs of the various branch houses estimated the net earning at 


the time to be about 3 % on the preferred stock. This estimate was brought to 
the attention of the President of the Company, who chose to ignore it. 
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“ general expenses” ; and th ed | to. inflate the inven- 


_.tory. value of the malt.on, te hain the “ s.” ari sing 


_ during. the process of manufacturing 1 malt w re. over-estimated, 


NEES. 


_and..bad...debts...and..similar_items.. disregarded, 4 JLastly, the 
_Company_ had anticipated t the ° profit on more than the next half 
year’s business, and had. credited. this | to profit and ‘loss account, 
_ without deducting the general expenses for the time during which 
* the malt. would tur delivered. This remarkable 
= anticipation of profits amounted alone to nearly $400,000. Noth- 
ing was allowed for depreciation(_- via 
~~ The inflation of the income, by anticipating profits on unful- 
filled contracts, is too important a matter to pass over without 
comment.2/ After balancing the books, as of December 31, 18908, 
it appeared apparently, that the Company had not earned its 
dividends, even with the methods of book-keeping then in force. 
Accordingly, we find on December 31st a credit in the profit and 
loss account of $388,063.36. This was entered as profit on 6,733,- 
856 bushels of malt sold on contracts on file with Sales Depart- 
ment.* /As has been said, this item of prospective profit took no 


(phe accounts were actually audited by Jones, Caesar & Company at a later 
, on behalf of a Committee of the Directors. They refused to sign an “ un- 
ified certificate,” but stated that the books were “ substantially correct.” 

A similar method of accounting was employed by the accountants for the United 
States Shipbuilding Company’s promoters, and to some extent by the auditors of the 
Yai d States Realty and Construction Company. Infra, Chapters [IX and XVIII. 

his remarkable credit was made up of three entries — a debit of $2,482.79 
VA anticipated loss on certain contracts, and credits of $33,343.41 and $357,202.74 
being anticipated profits on other contracts. To illustrate these remarkable 
entries, I subjoin an exact copy of the last one — Copy of Journal Entries, Decem- 
ber 31, 1898, p. 100. 
niryaINO soem lalteACCOUNU Merida tinias. scene ae. $357,202.74 


Moneroht Sa Wosse. wevecnsesiseles aaa $357,202.74 


To credit Profit and Loss 
Account with profit on 

5,422,021 bushels of malt 

sold on contracts on file 

with Sales Department (made 
between Aug. 31, 1898, and 
December 31, 1898) at an 
average net price of .53/75 c. 

per bushel out of stock costing 
for barley and to manufac- 

ture (with interest, Insurance, etc. 
averaged and added) an average net price 
of .47/162 c. per bushel, or 

at a profit of .06/588 c. per 
bushel on 5,422,021 bushels 

or $357,202.74. 
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note of general or overhead expenses, notwithstanding..the-fact 


“that it would | represent “the ‘Company’ s operations for over half 


a yeaf. 1) The general expenses for the next six months, according 
to the Company’s own accounts, did actually amount to over two- 
thirds the anticipated profit.2/ Moreover, as was clearly shown 
from an examination of the books, the Company’s malt account 
was constantly oversold, so that part of the deliveries would be in 
malt made from barley yet unbought, and subject to the condi- 
tions of a fluctuating market. Again, the manufacturing cost was 
as yet an undetermined item, since it was subject to many variable 
contingencies such as wages, freights, shortages, and the ordinary 
accidents incident to any process of manufacture. And finally, 
the credits were based merely on contracts with the brewers, 
which might be repudiated. The peculiar features of this remark- 
able method of computing profits by ‘“‘ dead reckoning,” without 
taking account of general expenses or unforeseen accidents, must, 
to put it mildly, introduce complexities into the accounts of the 
next half year. Had the item remained as a credit in the profit 
and loss account, it would have been impossible to have entered 
in that account any of the transactions covered by the business 
of the next six months. The full half year’s business had been 
begun and ended, so far as profit and loss was concerned, in that 
single entry. No general expenses were incurred, and no unfore- 
seen contingencies encountered. As the malt on the various con- 
tracts would be delivered and paid for, under normal conditions, 
the result of each transaction would find its way separately into 
the profit and loss account. In this way, the business of the first 
half year would have passed through the books twice. To avoid 
this duplication, the original anticipatory entries would have to 
be reversed, as indeed was done. On August 31, 1899, the entries 
of December 31, 1898 were reversed, item for ites 


A) during the first six months of 1899 the Company delivered 6,708,667 bushels, 
less than the amount represented in these items. 


(3 “ $279,846.33. 


3 The actual reversal of the entry transcribed in the previous footnotes reads 


uD tees 


~r208NeE 
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It seemed valuable to give in detail some of the methods of 
accounting tolerated by the early management of the Malting 
Company, in order to show how unreliable a mere book-keeping 
surplus may sometimes prove to be.__On the strength of. this 2 the 


book-kee in, Wwever,...£our... more... quar quarterly. Mividends were Asana 
dec lared_and. paid on the preferred stock during 1899... "This 


SoS ess 


_Tepresented a t. a total disbursement. of $1,855 53 333 50, § since the > organiza- es 
tion of the Company, _whereas. the. actual. profits 1 were less than 


Eine 


$1,000,000.! » In the meantime, the original maltsters themselves 
had sold a “large part of their securities, but the promotef? 2/then 
had, and continued to hold, the large interest obtained at the 
time of the promotion. Considerable amounts of the preferred 
stock had been absorbed by small investment interests, on the 
strength of the liberal dividends and favorable statements. 
The number of stockholders had increased to nearly fourteen 
hundred. 

The last dividend on the preferred stock was paid on October 
15, 1899. Hardly two weeks afterward, at the meeting of the 
Board of Directors held November 2d, the following resolution 
was passed; ‘“ That the Company’s outstanding obligations 
were about two million eight hundred thousand dollars ($2,800,- 


LEAPING, Sy LA alie ty oan moon oe ae meen See $357,202.74 
PROM alteNCcCOoUun teristic siya: $357,202.74 


To reverse entry No. 3 on 
ean No. 1, folio 100, dated 
ecember 31, 1898, by reason 
of the profit shown on unde- 
livered contract liability 
being now involved through 
deliveries in P. & L. balance 
shown by branches. 


* W According to the independent accountant, to December 31, 1898, $305,115.23; 
to December 31, 1899, $367,968.95; total earnings, $673,084.18. The present 
writer, admitting the malt “increases,” but not depreciation, computes the 
profit for this period to be in the neighborhood of $900,000. 

2 Indirect evidence, which, the present writer believes, indicates that Mr. Scott 
had the permanent welfare of the Company at heart. Like all successful pro- ) 
moters, he was a man of great optimism and emotional enthusiasm. He held/ 
his stock through its rise and subsequent decline. He was afterward Heckel aeat 
in the promotion of a very successful combination from which he derived con- \ 
siderable profit. Later, becoming interested in the promotion of some beet sugar 
plants, he hypothecated his stock in the American Malting Company, and lost it / 
through the failure of the other enterprise. He remained in the employ of the’ 


American Malting Company, and died poor. 6: e pees ee Ltt cot hod doke 
Cia getter ete 
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ooo), notes amounting to several hundred thousand dollars 
were being pressed for payment, and unless provided for, would 
go to protest. That the officers of the Company were unable 
to negotiate further temporary Loans.” The Company had 
started with a working capital of over $2,000,000. It now hada 
floating debt of nearly $3,000 000, and “ the credi 
pany had fallen so low “that new loans could. not be. obtained.” rf, im 
Rumors of this condition reached the financial ‘world, and market 
quotations of the preferred stock declined to $24, and of the 
A common to $6.50 a share. At this juncture, several large stock- 
¥ 


ak ye ~ \* holders came forward and loaned the Company between $700,000 
* x and $800,000. At the same time, the Directors proposed an 
Vee issue of $4,000,000 6% first mortgage bonds. This issue was 
oy? j ratified by the stockholders, and soon issued to them at 95%. 


It had been underwritten by a syndicate, managed by J. P. 
Morgan and Company, for a commission of 5% or $200,000, for 
the whole issue. The sale of the bonds netted the Company 
$3,600,000. This change in the form of capitalization was quite 
as significant and far-reaching in its consequences as if the 
American Malting Company had been compelled to resort to 
more formal reorganization, involving a refunding of the two 
stock issues and the probable judicial sale of the assets of the 
Company. In outward appearance, the reorganization was 
of the simplest kind, — the mere funding of the floating debt 
by means of the issue of a prior lien security, secured by the fixed 
assets of the Company. _It was possible to adjust the finances 
of the American Malting _ Company “by..this simple means, 
~bécause..the. -promoters..had. burdened the Company...with no 
re ~ funded debt. .Had the same predicament arisen when mortgage 
“ponds existed or even bonds witha: “provision prohibiting: the 
issue of a prior lien security, the Directors would have found it 
impossible to extricate the Company by this simple means, 
and would have had to resort to a drastic reorganization similar 
in character to that of the United States Cordage Company 
or the American Bicycle Company, — two corporations which, 
with heavy issues of bonds already existing, found themselves 
seriously embarrassed with floating debt. 


1 Uhlmann Committee Circular, March 5, 1900, p. 1. 
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At the time that they consented to the creation of a mortgage he 

on their property, the stockholders made it a condition that five yvie" nT 
new men be elected to the Board of Directors, and that the 
financial management of the Company be changed. This 
was done, and at the meeting of the new Board, November 10, 
1899, a committee, with Frederick Uhlmann( Chairman, was 
appointed to investigate the true condition of the Company. 
On March sth following, the members of the Committee issued 
a circular statement to the stockholders. In this statement 
attention was called to many of the financial mistakes made 
by the early Directors of the Company, especially the anticipa- 
tion of profits from contracts covering undelivered malt. The 
men who wrote the circular admit that the “ earnings have been 
far below 7% per annum.” They hazard the opinion that “ econ- 
omies in general administration, manufacturing, and distribution 
have not resulted from bringing the various plants into one owner- 
ship.” This seems to be the truth for Mr. Suffern had found 
that the malt houses had been earning $1,300,000 a. a year, before 
_their consolidation. By n no ‘manipulation of the accounts could 
“it be shown that the American Malting Company had approached 
this earning capacity, although the promoters had stated that 
the earnings, by reason of consolidation, would be increased at 
least $1,000,000 a year. 

Four days after the Uhlmann Committee circular was issued 
three stockholders, Messrs. Hutchinson, McElheny, and Bennett, 
the latter two lawyers in New York City, demanded of the 
officers that they bring suit against the members of the old eo 
Board of Directors, under whose management the Company Let f* 
had paid out unearne dividends. The statutes of both New1r.+«# Ss 
ae On New Jersey 2make the Directors jointly and severally ds aa 
liable to the corporation for dividends declared and paid from 
capital. The demand on the part of these stockholders was 
4 1 Prrederick Uhlmann had sold a small malt house to the American Malting 


Company, at the time of its promotion. Subsequent developments have indicated 
that his rise into the administrative control of the Company was not for its best 


interest. 

2 Stock Corporation Laws of 1892, Section 23, applicable to foreign corpora- 
tions, Section 60. 

3 Laws of 1896, Chapter 185, Par. 30. 
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referred to the counsel for the Company, Messrs. Reed, Simpson, 
Thatcher, and Barnum, who, in an opinion dated May 1, 1900, 
reported to the Company that it would be inadvisable for suit 
to be brought against these Directors. About two weeks later, 
Hutchinson and McElheny brought suit in the New York courts, 
in behalf of themselves and other stockholders, against those of 
the members of the old Board of Directors whom they could 
reach by summons. Reed, Simpson, Thatcher, and Barnum 
appeared as attorneys of record for about two months and then 
continued to serve as general counsel for the American Malting 
Company; at the same time they..appeared as attorneys for 
certain of the defendant Directors." } Somewhat later another 


f 1/The relations of the various attorneys for the defendants seem to be as fol- 
lows: When the McElheny and Bennett suits were first brought, Reed, Simpson, 
Thatcher, and Barnum served notice of appearance for the defendants. Realizing 
soon, however, their anomalous position they had Evarts, Van Cott, and Erskine 
substituted as attorneys for the Company. This special counsel acting for the 
American Malting Company, of which Reed, Simpson, Thatcher, and Barnum were 
general counsel, served answers on July 21, 1900, October 2, 1900, and March 3, 
1902, praying for “‘ judgment dismissing the complaint with costs.’ In the New 
Jersey, Appleton, suit, mentioned presently, W. H. Corbin, Esq. appeared as 
special counsel for the Company, but the demurrer in this suit was signed by 
John J. Treacy, “ Solicitor of the American Malting Company.”’ Treacy had been 
a dummy director of the Malting Company and a clerk in the office of Reed, 
Simpson, Thatcher,and Barnum. In brief, Reed, Simpson, Thatcher, and Barnum 
appeared as attorneys of record for the defendant Directors and acted as general 
counsel for the Company through the entire period of litigation. In addition, 
they actually appeared as attorneys of record for the Company in these particular 
suits at first, and remained such for two months, though later other attorneys were 
substituted. 

Subsequently the officials of the Company denied that they had impeded the 
various McElheny and Bennett suits instituted in behalf of the Company. On 
July 11, 1900, Charles A. Stadler, as President of the American Malting Company, 
signed a “ consent and order of substitution ” that Evarts, Van Cott, and Erskine 
be substituted for Reed, Simpson, Thatcher, and Barnum in the Hutchinson 2. 
the Directors suits. On July 21, 1900 the new attorneys, acting for the American 
Malting Company, petitioned that the Hutchinson complaint against the various 
Directors ‘be dismissed with costs of this action.” In the similar petition of 
March 3, 1902, ‘‘ Charles A. Stadler, President,” signs the petition that the com- 
plaint be dismissed. Stadler signed a demurrer in the New Jersey suit. The 
officers apparently tried to suppress the “‘ promoters’ secret profit suits,” referred to 
in the previous section. (Answer of American Malting Company praying that 
“said complaint be dismissed with costs,” December 8, 1902, was sworn to by 
a Mr. Bethune, Secretary of American Malting Company.) . 
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stockholder, Aaron Appleton, brought a suit in the court of 
New Jersey, on essentially the same grounds. After pro- 
longed litigation, the suits i , both states were decided in favor 
of the plaintiff stockholderg!/ The New Jersey case reached the 
Court of Errors and ee) where Chief Justice Gummere | 
wrote a noteworthy opinior,? in which he declared that.stock- ad ese 
holders could, without. offering. ‘to_return..dividends,. bring..suit ab ee 
~in behalf of the Company against, Directors,. where it.was.evident... 
“that the Directors themselves would not act. ‘‘ That, for the full 
protection of ‘the ‘Company, 1 the liability of the Directors for the 
impairment of. “capital must be absolute,” both with reference 
to stockholders and ‘creditors, { for solvent as well as insolvent 
corporation ’ On March 9, 1905, just five years after McElheny{ ,,- 
and Bennett had demanded of the management that they 
institute legal proceedings, the defendant Directors effected a 
settlement of the whole matter, whereby they paid $500,000 in 
cash — $340,000 to the treasury of the Company, and $160,000 * 
to the plaintiffs for the expenses of the suit, — and surrendered 
to the Company for cancellation $1,000,000 in par value of 
common stock. The opinions rendered by the courts in connec- 
tion with these suits have added greatly to the security of mi- 
nority stockholders in all corporations by strengthening the 
legal responsibility of directors. 
At_this point it,iswell..to.consider the fundamental reasons @ ¢0«* ail 
that led to the failure of the . American. Malting. Company, for ; ues Saat 
“in view of the. re expectations... ofits. promoters,..the eciniciuine , 
se eNOS 
was as conspicuous 2 a failure as if it had been forced into bank- 
“Tuptcy,...Lhe- _promoters, on the basis of estimates of reliable 
accountants and their own confidence in large-scale production, 


1 The New York case, see New York County Special Term, February, 1904. 
New York Law Journal, November 30, 1904, gives full decision. For brief, see 
45 New York Misc. 484; 92 New York Supp. 70. For discussion of principles 
see Machen, Modern Law of Corporations, Vol. 11, §§ 1343-1362. 

2 For full discussion of legal principles involved and citations for powers of 
stockholders against Directors, see Machen Modern Law of Corporations, Vol. 11, 
§§ 1149-1151. 

3 65 New Jersey Eq. 375; 54 All. Rep. 454- 

4 Decline in the value of stock held by one of the plaintiffs, $29,000; account- 


ants, $13,000; printing and miscellaneous, $18,000; attorneys’ fees, $100,000. 
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“ea * , “announced that the profits of the consolidation would be $2,300,- 


AY ooo. During the first year they proved to be less than $230,000 
\ ‘} * or less than one-tenth the original estimat 


x - Two conspicuous reasons may be deduced to explain this 
a divergence between the expected and the real. Competition 


was stimulated rather than lessened, through the. formation. of 


pele Lew “the American Malting Company, a y, and the men in the manage- 
Wis i “ment ceased to give the same care and loyalty. to the affairs of 
— hose ‘the consolidation that. they | had given. to their own separate malt 
h 1) a “houses: “The ‘malting business is such that competition cannot 
aad v 2, » be suppressed. The small malt houses entering the consolidation 
{4% ong: x abt “were, in the majority of cases, established by foreign emigrants 
y “who were the fathers or grandfathers of the men who controlled 
them in 1897. The founders had been uniformly very pros- 

perous on account nt.of of their familiarity \ with the business, attention 

to detail, their thrift, perseverance and their pride in success. 

{ Similar men and. similar conditions then-characterized the brewing 

trade, so that close ties of friendship and racial coherence existed 

le 9 between the old maltsters and the old brewers. Business between 
tf WW : the two was established on the firmest basis, and competition 
». «s# | between buyers and sellers was more superficial than real. To 
iu ssfa large extent these conditions were inherited by the second 
ae x4 and third generation of maltsters, many of whom had risen to 
some local prominence and were aspiring to local social or politi- 
cal positions. At all events, the younger men attended carefully 
to the details of the malt business they had inherited, and even 
though they may not have possessed the administrative ability 
of the earlier generation they succeeded in holding their own 


“ee 
»® 
— 
42 
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(re Company began business October 1, 1897. Its first year would have 
ended October 1, 1898, but the general books were not balanced until as of De- 
cember 31, 1898. The profit for the fifteen months, according to Clark’s estimate, 
was $305,115 and according to that of the present writer, $509,125. Pro-rating 
the latter amount for the twelve months gives $401,700. But this is undoubtedly 
too large. During the first five months, while the Company was marketing the 
malt and barley acquired from the selling maltsters, the profits amounted to less 
than $11,000. The profits during the rest of the year were not over $30,000 a 
month. There is reason to believe, therefore, that the actual net profits of the 
Company during the first year of its business amounted to less than $225,000, — 
less than one-tenth the profits estimated by the promoters. 
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positions with the local brewing trade, and in conducting the 
malt houses with profit. After the establishment of the American 
Malting Company, the brewers found that they were no longer 
dealing with the same malt house that had furnished them with 
malt for years. On the contrary, their malt now came from 
the “ Milwaukee branch ” of the “ Trust ” and their business 
dealings were restricted to hired salesmen. They preferred the 
older more personal, albeit more inefficient, method of doing 
business and easily found Erounds of complaint. “The ‘trust’ 
is using poorer barley,” or “ The ‘ trust ’ can’t make as good malt 
as ————_.”” Se se a by the new conditions, _the brewers Pra 
turned_to..the..smaller..proprietary _ malt houses, Diese owners rs Of Att dette 
which, stimulated by the aggressive Policy. of the American <**4 -« tA 
A NEMGETRT Company, made every effort to increase their sales“* Ahtnod 
—~amiong the “dissatisfied brewers. To make matters worse for thé A 
-“COnipany, it was discovered ‘that the original contract, by which adele 
the selling maltsters agreed not to go back into the business for/ 4.4 »¢«t- 
a period of years, could not be enforced at law. As a result)” 
many of the old maltsters, having disposed of their. stocks in th 
_American_\ Malting — ng Company, built ~ new and “improved ‘malt. 
_ houses and solicitated th the trade of their old customers. —- 
The competition of the small malt” “houses, never hoping 
to obtain more than a local trade, might have been offset to a 
large measure had the management of the American Malting 
Company obtained the anticipated economies of large-scale pro- 
duction. In this they failed. The management was not even (ae: 
_as economical and_efficient.as,.the management.of. ‘the. separate? ne pr’ 
malt, houses_in_ the earlier period .of.free,.competition, Men a 
worked harder as proprietors of separate businesses than they 
did as directors of the consolidated Company. They ceased to 0 chou yr 
give the business interests of the large. organization the ‘Tequisite~ atin 
~ Care: in. in small d details, s ‘SO. that ‘wasteful methods of manulacture’” / 
‘crept i in, “which, aonhare with lax and ill- organized selling policies, 
more 5s offset any gross economies, such as the savings in 
salaries and cross freight rates. As directors, the old maltsters 
delegated responsible decisions to paid employees, many of 
whom were selected because of family connection with important 
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officials. The business was no longer theirs, but belonged to the 

stockholders, and the evil of stock manipulation began to make 

itself felt. Some of the officers were “‘ apparently more interested 

in the stock exchange quotations of the stock of the Company, 
than in giving their attention to the Company’s puaineety 
In brief, concentration in ownership brought out new and ag- 

gressive competition, and great administrative responsibilities. 

With these new conditions, the officers of the American Malting 

Company had neither the business ability nor the moral force to 

cope. 

Events in the history of the American Malting Company, after 
the settlement of the stockholders’ suits, center about various 
plans for reorganization. The Uhlmann circular of March 5, 
1900, describing the early mismanagement to the stockholders, 


appended to its general comments the highly significant remark 
‘ 


¢ 

Your Company’s greatest drawback is ¢ over-capl italization, 
_.as compared with _present. ‘value,, cand J [present “earning..capacit ats,” 
“Th the year immediately following, the men in the direction of 
the Company tried three successive times to induce the stock- 
holders to consent to a reduction in the capital stock. The 
first two plans were intricate and expensive. Both were de- 
feated because they seemed to jeopardize the suits concerning 
directors’ liability and promoters’ secret profits, then pending. 
The third plan proved successful in 1905, and as a result, a 
holding corporation with a small capital was created which took 
over a large majority of the stocks of the old American Malting 
Company. 

The unsuccessful efforts to effect a reorganization need detain 
us but a moment. Although much discussion over the advisa- 
bility of reducing the capitalization of the Company occurred at 
each annual meeting, nothing was done until three years after 

"tere of September 20, 1903. As mentioned before a stock pool was formed 
late in 1898 in which the men close to the management were associated. It 
lasted about six months. The prices of the stocks were successfully raised_and _ 
_the me members of the pool obtained large profits. “A second | f longer, dura- 
tion was S formed , in 1899+ This was unsuccessful “and the members sustained 
Pesesiscos 

heavy losses, due to the fact that the true condition of the Malting Company 


_.Was_rumored_abroad, and the pool was too small to Successfully Jnaintain _ the 


~ Prices of the stocks. ei 
assis 
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the idea was first proposed. On March 5, 1903, the stockholders 
received a circular, inspired by the management and signed by a 
Committee, of which Frederick Uhlmann was Chairman. At 
the time in question, the American Malting Company had securi- 
ties outstanding as follows: — 


Underlying mortgages.......... $ 256,000 

First mortgage bonds .......... 3,861,000 

eLotalbonds= ary tack eer says $4,117,000 

PTeLexrred sLOCKa er ern eerie 14,440,000 

Commonstocks Ae s.e4. ee 14,500,000 
Motalscapitalslia bilitiesterer. «tei $33,057,000 


Against these, the Company had its plants, carried at a book 
value of over $27,000,000, admittedly excessive; and nearly 
$5,500,000 of net working capital. The Company’s finances 
had improved considerably since the new management had 
obtained control in 1900; but, as the preferred dividends were 
cumulative, there remained charges in arrears of something over 
$3,000,000. The plan of reorganization suggested by the Uhl- 
mann Committee involved the formation of a new Company 
with an authorized capital of $20,000,000, half preferred and half 
common; the bonds were to remain undisturbed. The pecu- 
liarly individual feature of the proposed reorganization was the 
deflection of net earnings from dividends to the rapid redemption 
of the first mortgage bonds. The net profits of the Company 
were to be paid to the trustee of the mortgage, who would, as 
rapidly as possible, purchase the bonds at the market price, 
but at not over 105%. Men close to the management then held 
most of these bonds, acquired originally at 90%. The preferred 
stockholders of the old Company were to receive 35% of new 
preferred stock in exchange for their old stock. Of this, 10% 
was to represent adjustment of unpaid dividends. As rapidly 
as net earnings were used up in the redemption of the bonds, 
preferred stock for an equal amount was to be issued to the new 
preferred shareholders. In other words, about half only of the 
new preferred stock would be issued in the first instance; and, 
from time to time, the Directors were to issue a stock dividend 
corresponding to the net earnings invested in the bonds of the 
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Company, and in this way the bends were to be retired rapidly. 
The dividend on the preferred stock was to be quite as variable 
as the amount of preferred stock to be issued. During the time 
when the outstanding bonds amounted to over $3,000,000, the 
dividend was to be cumulative at the rate of 4%; after that, 
and until the bonds had been reduced to $2,000,000, at the rate 
of 5%; after that, at the rate of 6%, until, when all the bonds 
had been retired, the preferred stock should carry permanently 
7% cumulative dividends. The common stockholders were to 
receive 25% of their holdings in new common stock. As the 
bonds were extinguished, new common stock was to be issued to 
them, as in the case of the preferred stock. The new common 
stock would carry no dividends until after all the bonds had 
been retired. When 7% had been paid, both on the preferred 
and common stock, the two classes of stock were to share equally 
in any further disbursements. This proposed reorganization 
can be understood from the table given on the next page. Over 
$1,000,000 of the preferred stock, and over $2,500,000 of com- 
mon stock, were to go for the expenses of the reorganization, 
including the compensation of the Committee.! 

The plan is worthy.of-careful study? bécause.of.severalunusual 
features. Its chief advantage lay in the gradual extinction of the 
~borids; which increased the equity represented by. the ‘stocks, 
and tended to diminish the chances of a forced reorganization 

1 Plan and Nerecrient March 5, 1903, p. Io. 

? The various items in the plan of reorganization, so far as they relate to the 


future, can be seen at a glance from the following table: 


Op ComPANy New Company 
To remain in 
treasury and 
to be gradually 
Issued in issued through 
first instance stock dividends 
as the bonds 


are extinguished 
Underlyingsmonteagesie onset aerate $256,000 $256,000 
FirstiMortgage’ Bonds) Spa sant ane 3,861,000 3,861,000 
Preferred Stock: 
(a) Issued)? Ss eae St A ee ay ee 14,440,000 (35%) 5,054,000 
b) To remain in treasury and be issued as 
bonds‘are:retired :i0.¢.an tc ee Wee eee ee ee $3,861,000 
@)i Reorganizationiexpensesse ee ere 1,085,000 
Sapte 
@) Wssued" SG ee ee oe oe 14,500,000 (25%) 3625,000 
(6) To remain in treasury and be issued as Bh De 
bonds\are retired (22.050. 24. eee eee en eee Ww TRGE 3,861,000 
(c) Reorganization expenses ............ © cece 2,514,000 
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by foreclosure of the mortgage. The total capital liabilities were, 
moreover, cut in two. But it seemed unnecessarily intricate 
and expensive. After the whole plan had been executed, and the 
bonds extinguished; the entire capitalization would have been 
reduced from $33;057,000 to $20,256,000; it would have cost over 
$3,500,000 in stock’ to accomplish this, — nearly a third of the 
reduction in capitalization. In fact, the amount set aside for 
“ expenses ”’ — $3,599,000 of stock — represented over a fifth 
of the initial capitalization of the new Company. It was almost 
equal to the stock allotted to the common shareholders in the 
first instance. ; | 
As soon as the plan was announced, opposition arose from 
/ Messrs. McElheny and Bennett, the plaintiffs in the suits then 
‘pending on behalf of the Company to recover promoters’ 
| secret profits and dividends declared out of capital. It was 
| alleged that the formation of the new Company would jeopardize 
the suits, since they would pass, as assets, from the old Company 


to the new, and the latter might or might not press them.' 


Circular after circular was issued by the various parties in their 


efforts to win over stockholders. In the course of the war of 


‘| pamphlets, it became more and more clear that this plan would 


ppc eae 


not become operative; and on June 15, 1903, the Committee 
of the management, of which Uhlmann was still Chairman, 
issued an “amended plan.” This differed in three important 
respects from the first one proposed. A clause was inserted 
which was intended to protect the suits mentioned above; ? 
the committee agreed to serve without compensation; ? and the 
Directors were not required, but rather permitted, to purchase 
bonds for retirement. Even this amended plan failed to meet 
the approval of the plaintiffs in the various suits;® and after 
considerable discussion, the whole purpose of reorganization 
was allowed to die down for a while. 


' Circular of Hutchinson and McElheny, of March 16, 1903. 

2 Amended plan and agreement, dated June 15 1903, pp. 6 and 7. 
eOTbidst2e 

4 Ibid.,3.° * f 

5 Circular of Joseph Leiter, Mektheny and others, July 1, 1903. 
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~ In the meantime, the opposition party, McElheny, Bennett, 
and others, took the offensive. They proposed to replace men 
in the management by men of their own selection. Accordingly, 
a Committee, of which Marshall S. Driggs was Chairman, 
solicited proxies in behalf of a new Board of Directors, with 
which George F. Neidlinger was to serve as President.!_ In the 
subsequent contest, considerable bitterness and misrepresenta- 
tion was indulged in on both ee At the annual meeting 
of November 12, 1903, the old management was _ successful; 
voting 155,000 shares, against 105,000 voted by the opposition.?_/ 

Nothing further was done toward the reduction of the stock 
of the American Malting Company until after the settlement 
of the various suits in March, 1905. During the latter part of 
the following month, J. G. Jenkins, President of the First National 
Bank of Brooklyn, issued a circular letter to each stockholder, 
inquiring whether or not he favored a reduction of the capital 
stock of the Company. The replies brought out very little 
opposition to a plan of voluntary reduction of capitalization, 
and early in July, a Committee, with Mr. Jenkins as chairman, 
sent to stockholders the description of an entirely new plan 
ef reorganization. The Committee proposed to reduce the 
capitalization through the formation of a new Company, after- 
ward called the American Malt Corporation. This was to have 
a capitalization of only.$15,000,000,.half. that of the old Company. 
Of this amount, $9,000,000 in par value was to be preferred stock 


1 Driggs Circular of September 20, 1903. 
2 ¥n explaining Mr. Neidlinger’s withdrawal from the Board of Directors, 


‘His resignation was requested by the Executive Committee for good and suffi- 
cient reasons.” Circular of October 15, 1903, signed by all the Directors. An 
incident involving considerable personal feeling had arisen between the Chairman 
of the Board, Frederick Uhlmann, and George F. Neidlinger. The latter wanted 
to investigate a particularly favorable contract which the Hinckel Brewing Com- 
pany had secured from the Malting Company. Uhlmann was said to be person- 
ally interested in the brewing Company. Neidlinger made himself objectionable 
as a Director by inquiring into and questioning the honesty of the Uhlmann 


management. 

3» Chron. 1876. From apparently reliable evidence it appears that powerful 
banking interests took the side of old management and obtained the votes of the 
malting stocks held by New York brokers on margin account. 
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and $6,000,000 common stock. The preferred stockholders 
of the old American Malting Company were to receive 62% of 
their holding in new preferred stock; and the common share- 
holders were to receive 44% of their holdings in new common 
stock. The bonds were to remain undisturbed. The new pre- 
ferred stock was to carry 4% cumulative dividends for the first 
two years, and 6% thereafter. The reorganization can be seen. 
from a table given on the next page. 

The plan could be recommended, both for its simplicity 
and for its conservatism. The amount of the stock was divided 
in two. The cumulative claims to dividends, after interest 
charges, were only a third as great, for the first two years, and 
a half as great thereafter. In brief, the reductions in both capital 
and charges were vigorous and thorough. They were, however, 
no more drastic than conditions required. The actual earning 
of the property during the three preceding years had averaged 
only $302,000, after interest payment and inadequate deprecia- 
tion allowances. The new Company was obligating itself to 
pay over $3 ay ,ooo during the first two years, and over $500,000 
thereaftet@/ _All things considered. the. plan..ofreorganization 
was more drastic than_that. proposed. by..the.Uhlmann Com- 
“mittee two years. before. 

This plan was so favorably received* that, by October 21, 
1905 it was declared operative;* and_on November: 30th the 


ene 


1 That this reduction of capitalization, even, was not sufficiently drastic has 
beén shown by subsequent developments. The first dividend on the preferred 
was not paid until November, 1908. In no year has the full six per cent been 
paid, so that the preferred stock has large accumulated unpaid dividends. In 
1907, the preferred stock declined as low as $17 and the common stock $2.50 a 
share, proportionately the lowest points in the Company’s history. On the 
basis of these quotations the two stocks of the Company had a market value of 
approximately $1,678,000. There were then outstanding, $3,714,000 in mortgage 
bonds, which represented the addition of new capital. Ten years before the 
American Malting Company had started in business with approximately $7,000,000 
of tangible assets and its securities had a market value of $16,000,000, approxi- 
mately ten times as much as in 1907. _In the meantime the only returns to the 
stockholders were the unearned dividends of the first two years. 

2 Some opposition arose, and postals were sent to stockholders as of October 


30, 1905, alleging that the reorganization was inexpedient. The opposition 
amounted to little. 


3 81 Chron. 1243. 
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_ Reorganization... Committee.filed..a_certificate_of incorporation 
eos, r_the American. Malt Corporation. .with.. the. Secretary. of State 
ain Connecticute a, The following April the Connecticut certifi- 
cate was cancelled, and the Company was incorporated under 
the laws of New Jersey.2- In September, 1906, the certificates 
for the new stock were ready for delivery, about 90% of the old 
securities of American Malting Company having been exchanged 
for those of the new holding corporation. On January 9, 1907, 
the new stock was admitted to the New York Stock Exchange,‘ 
and the reorganization could be considered accomplished. 

__.The somewhat.unfortunate history..of the American Malting 


~ _ Company turns chiefly upon the fact that the enterprise had less 


earning capacity than its promoters had expected... Singly and 
in a more or less localized competition with each other, the 
separate malt houses were conducted by their proprietors on a 
profitable basis. But when these malt houses were brought 
together the wastes and inefficiency of a diffuse management, 
with inferior business ability at the head, reduced the collective 
profits to less than_a_ third what they had been when the malt 
houses were operated on a separate and competitive basis. The 
“financial plan, however, had been formulated on the assumption 
that the profits would be increased through consolidation. 
The divergence between the anticipated and the real earnings 
was clear from the very beginning, but for a time the early 
management sought to maintain the position of the Company by 
declaring dividends when every principle of sound finance should 


have prompted the conservation of the Company’ s assets. As 
siiciatill ln eeneaamaael 


es \ 
~~ \ 


a result, the credit of the Company fell to a low’ point and a 
drastic readjustment of capitalization was avoided only through 
the issue of a considerable amount of first mortgage _ bonds. 
Fir inally, when the true character of the Company’ S earning power power 
became clearly apparent, the stockholders voluntarily submitted 
to a cutting down of both the par value of the outstanding capital- 
ization and the cumulative charges on the preferred stock. 
1 81 Chron. 1611. 2 82 Chron. 807. 


* Circular Letter of stockholders’ Committee, dated September I, 1906. 
* Application dated December 29, 1906, A—-3312. 
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L. 8. Why was the division of labor given free play in the brewing 
business? 


b. In the businesses thus far studied which prowess has been going 
on most steadily, integration or disintegration? 

23 What is the meaning of the New Jersey statute about the judgmeng 
of directors being conclusive as to the veluve of the property 
turned in for stock? 

3. How does the prowotion of the American Mal’.’ Company differ 
from the promotion of the other companies thus far studied? 

4. Prepare very carefully a list of the legal questions arising out 
of the liability of promotors of a new oe a as euenplified 
by the American Malt Co. Cpruheehey bab = : Of (Promoherde 

I am XEEYXAREXARAR more anxious that cae set a complete list of 
questions than that you satisfy yourself that you can answer 
them. Male this an exercise in analysis. 

5. Dewing seems to place great weight upon the fact that dquimy 
directors and officers were used. Is there anything illegal or 
unethical in such a practice? 

6. How coes Dewing arrive at his own figures given on page 266? 

7. Is anticipated profit on a contract an asset out of which adivicends 
can be paid that would satisfy the Nev Jersey statute as to payment 
for capital stock? 

S. Explain the journal entry given in the note on page 2&9. 

Sa bxpleinethe litigetion growing out of the attempt to hold the 

Gigee tore bbe. for ilvecal dividends. 


b. Are stockholders who receive illegal dividends 5 aD Pe atO- wer Une 


ec 
bnen? 

c. I8 the Stock eae, Law, gec. 2% and sec. 60, Laws of 1892 
referred to We ee ee one stil ion Lue statut be 300ks in the same 
PSE TE ee 

1. Alea ee bred ly oe points made in the opintons ofthe 
various Cecision3s which have "added greatly to the security or 

rhe 


minority ee aGiicss 17) tag Eee DOLe by strengthening the 
leval responsibility of dix nacwevs." 

O. Why were the "economies or consolidation" noturenis 

1, Can you give any of the PACT oO imuvme CeCEinG Woes over the 
American Malt Co. broucht before the financlalL«worl 
spectacular way .y one Ado lvh Keitel? 

i2.. Give the es sential feature of the re-orcanization and state what 

reorganization already atudied tnis plan most néerly arproximates. 
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CHAPTER XII 


THe NEw ENGLAND CoTToNn YARN COMPANY 


Character of the yarn business, 306; early association of yarn manufacturers, 
306; financial difficulties of the New Bedford yarn mills, 307; promotion of New 
England Cotton Yarn Company, 309; value of the property acquired by the Com- 
pany, 314; apparent success of the New England Cotton Yarn Company, 317; 
underlying causes of failure, 318; failure, 323; reorganization, 325; policy follow- 
ing reorganization, 328; the Union Mills, 329; cancellation of lease and reorgani- 
zation of the Union Mills, 331. 


CHRONOLOGICAL SUMMARY 


1896. Agreements among yarn manufacturers. 

1897. Failure of certain New Bedford yarn mills. 

1899. Promotion of the New England Cotton Yarn Company. 
1902. Company’s statement shows bad conditions of the Company. 
1903. Reorganization New England Cotton Yarn Company. 

1909. Lease by the Union Mills. 

1913. Cancellation of lease and Reorganization of the Union Mills. 


THERE have been two combinations in the cotton textile 
industry that parallel the large industrial combinations promo- 
ted in other industries in the years from 1897 to 1902. One 
was a combination of northern yarn mills, and the other a com- 
bination of southern duck mills. The resemblance in the history 
of the two attempts to introduce the economies of large-scale 

production in the textile industry are too striking-topass without 
“comment. The combination of yarn mills was promoted 
“under auspicious conditions with the support of local banks and 
strong investment interests. It failed. The reasons that under- 
lie this failure are highly significant as showing the importance 
of skill of management in any textile business, and the extreme 
difficulty any combination meets in finding the requisite ability 
to manage successfully a large number of mills united under one 
organization. The history of the cotton duck consolidation 


is reserved for the following two chapters. 
395 
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Cotton yarn is a semi-manufactured product used in a variety 
of other industries. It is taken largely by the knitting mills, 
to be used in the manufacture of underclothing, stockings, 
sweaters, and similar articles. Quantities of warp yarns are 
purchased by the weaving mills.__Cotton yarns are used also 
as adulterants in silk and woolen goods, and to a considerable 
extent for the insulation of electric wires. The demand is 
ver ic; iti Is 

tend to produce an over-suppl nditions underlying the 
eee pene rani ea the production 
of any other staple commodity sold to another manufacturer, 
rather than to the ultimate consumer. The similarity between 
the production of yarn and that of malt is close. In both cases, 
the manufacturer purchases a commodity in a highly competitive 
market, subject to abrupt fluctuations, —for the prices of both 
barley and cotton vary directly with the world’s annual yield 
of these products; the maltster and the spinner manufacture 
their goods without the assistance of patents or other monopo- 
listic advantages; and both sell to other manufacturers in markets 
governed entirely by supply and demand. Both thus illustrate 
straight manufacturing businesses, where competition is met 
with at every point, where the gross profit of manufacture is 
epresented very largely by a small margin between the cost of 
the raw material and the selling price of the product. The net 
profit is a mere differential; it may be changed easily to a loss 
_ through relatively small fluctuations in either market. Under 
these conditions, even a_ small. profit can be assured only ~ 


~ 


Yarn Company each lacked ea two requisites. 

The New England textile business has always been subject 
to abrupt fluctuations which parallel but do not necessarily 
coincide with the fluctuations of general business. During 
the period in which the yarn business was growing in New Bed- 
ford and the surrounding towns, no effort was made to establish 
a trade agreement or other form of price-regulating association. 
But following the general trade SSO uF 1894, when the 
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S 
cutting b time 
| ATT & yarn for less than the gross cost. 


Association was formed 
proportion of the yarn mills of the / 


ing the purpose the managers had in view, although its member 
tried to enforce a ‘“ gentlemen’s agreement ”’ regarding sae. 
but it served the purpose of bringing the manufacturers closer 
together and paved the way for the formation of the New Eng- 
land Cotton Yarn Company. 

Other circumstances, however, should be regarded as the more 
immediate causes of the formation of the Company. The years 


from 1893 to 1898 were very unprofitable in the textile business, 
particularly in the yarn branch of the industry. During the 
first year or two, the mills were, in general, able to maintain 

eir_ dividends by using accumulated surplus. Gradually, 
as the depression lengthened, dividends in all the textile cities 
dropped off in response to lessened earnin ut certain yarn 
mills in New Bedford, notably the Bennett, Columbia, Howland, 
Rotch, and New Bedford Spinning, maintained their dividends, 
partly at the wish of the local banks, which were particularly 


interested in the continued high prices of their stocks. wthe 


banks consented to loan money beyond the net quick assets, 


e Association included the Columbia, Bennett, Howland, Rotch, New 
ord Spinning, Wamsutta in New Bedford; Globe, Sanford in Fall River; 
Cohannet and Nemasket in Taunton; Jenks Spinning Company of Pawtucket; 
S doah in Utica, N. Y.; and three or four mills near Philadelphia. 
(ohcontng to very reliable reports the members of the Association would meet 
informally and agree to raise prices after a certain date. “ One man in particular 
was very crafty. When the meeting was held — say on the first of May — to fix 
price and a rise of one cent per pound was agreed upon, this manufacturer would 
slip out of the meeting and call up many of the best customers of the trade and tell 
confidentially that after a certain date the price was to go up so much a pound, but 
that they might come in on the old price, if they gave an order that night.” (Very 
reliable statement by man familiar with the Association. The manufacturer re- 
ferred to operated one of the mills absorbed by the New England Cotton Yarn 
Company. He opposed selling to the combination.) 

3 In 1896 the average dividend rate on Fall River mill stocks was 5.95 %, in 
1897 it was 3.38 % and in 1898 only 2.22 %, less than a half what it had been at the 
time of the general business depression following the panic of 1893. 
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“and Wividends were maintained on the basis of borrowed mone} 
inally in April, 1897, a note of the Bennett mill went to protes 
in a Boston bank, and the burden of accumulated debt was laid 
bare.2. The resulting difficulties of the New Bedford mills 
became known generally and the banks outside of Bristol County 
began to discriminate against all yarn mill paper. In order to 


keep the mills in operation, it was aS ap lial 
assets should be well above their quick liabilities, as textile 
“companies are always large borrowers on short term ee to 
| nance their purchases of raw w material. “To accomplis 
end, the banks, which held much of the current indebtedness, 
and the officers of which owned or controlled considerably more 
than a majority of the stocks of the distressed mills, were forced 
to put through a series of reorganizations in which they furnishe 
new capital and became the real owners of the mill encale 


e treasurer of the Columbia and Bennett mills, one Hadley by name, seems 
to-have been responsible for the irregularities. (See New Bedford Mercury, April 
14, 1897 and fol. Abbreviated summary in Fall River Weekly News, April 28, 
1897. An interview in a Boston newspaper of the period, throws the responsibility 
directly upon the local banks. ‘“‘ It was this matter of dividends that caused all 
the trouble, in my opinion. The great majority of the stock, some 75 %, was held 
by the banks and they and their managers wanted the stock to make a good show- 
ing — even if the money was not earned, saying that if any was needed they would 
advance it, and thus make in two ways, by advancing at high rates of interest, and 
receiving it back again in dividends. oston Herald, May 15, 1897. 

Too much responsibility, however, should not be thrown on the local banks, 
as this quotation would indicate. From contemporary comment it is clear that 
Hadley made misstatements concerning the available net quick assets. ‘‘ Mr. 
Hadley, who was treasurer of both corporations [Bennett and Columbia] confessed 
that he had made false returns to the state, to the banks and to the stockholders, 
and that instead of owing $1,400,000, as he had reported, they owed nearly 
$4,000,000.” Boston Herald, April 17, 1897. Much of the difference had been 
deflected from net quick assets to plants, and the mills themselves had been kept 
in unexcelled condition. 

= Report of accountant showed: — 

pt Bennett Mills — excess of quick liabilities ......... $1,430,855.99 

Columbia Mills — excess of quick liabilities ........ 1,401,077.18 
a commonest method of reorganization of a textile mill, which finds itself 
temporarily embarrassed by the excess of debt, is for the stockholders to decrease 
the capital stock by a certain amount and reissue a new amount of stock for money. 
For instance, if a mill of $1,000,000 capital stock had need of new capital to the 
amount of $500,000 in order to increase its net quick assets, the stockholders would 
probably reduce the capital by 50%, — each stockholder surrendering half of his 
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- In furtherance of this purpose the creditor banks of the Bennett 
Manufacturing Company took 57% of their claim in stock of the 
reorganized company and 24% in cash; those of the Columbia 
Spinning Company, 42% in stock and 18% in cash... The 
two mills were united in one oration under the control of 
directors chosen from the bake)” The other New Bedford mills 
which were in difficulties underwent a series of drastic reorganiza- 
tions involving a heavy assessment on the stockholders. As a 
result of these changes, the mills passed into the practical owner- 
ship of the banks. 

Toward the end of 1898, the yarn mills began to experience 
the effects of returning prosperity, and the shares in the reor- 
ganized mills appreciated rapidly in market price on the strength 

of increased earnings. Under these conditions, the banks looked 
about for a means whereby they could dispose of their mill 
stocks, acquired during the reorganization period, without 
suffering a loss.?- At first it was rumored that English capital 
had been enlisted in the formation of a consolidation of all the 
yarn mills of the country, on lines similar to the American Thread 
Company. As usual in such cases, the rumors exaggerated 
the importance of the combinatior Yet certain interests in 
the cotton yarn business were actively engaged in securing 


Bonds or funded 


holdings — and then reissue $500,0% 000 eS new eas for money. 
kind would be v { 
~~ the com pany at the banks. (See — p. 340.) As this form of reorganization is 
~~ purely voluntary on the part of the stockholder, it is resorted to only in an emer- 
gency and cannot ordinarily be consummated without difficulty and friction. 
1 Fall River Weekly News, July 28, 1897. 
2 Five directors; two representing New Bedford banks; one, Fall River banks; 


one,-Providence, and one, Boston banks. 
he Savings Bank Commissions advised the disposal of the mill stocks, ac- 
0 


cording to report. Fall River News, April 28, 1899. 

f 4 A special from New Bedford . . . says one of the biggest combinations yet 
conceived is in process of formation today, . . . it is nothing less than the purchase 
by an English syndicate of the entire cotton yarn industry of the United States, a 
purchase which will require considerably over $100,000,000 capital. This big 
scheme grows out of the financial troubles of the New Bedford mills during the past 
few years. It seems that the New Bedford banks grew weary of carrying the load 
and sought a way of relief. They finally interested some wealthy English capi- 
talists.” Fall River News, April 5,:1899, page 3. 

5 In New Bedford, Andrew G. Pierce and W. W. Crapo; in Fall River, Wm. B. 
Hawes and E. B. Jennings; in Taunton, Peter H. Corr and Edw. B. Maltby. 
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options on the stocks of the various yarn mills. The task was 
easy in the case of the New Bedford mills, as the virtual control 
was held by the various ban he officers of which were the 
instigators of the combination. It was more difficult to acquire 
the two yarn mi Fall River, as their stocks were more 
widely Pear This was true also, to a less extent, of 
the two Taunton mills, although certain stockholders were par- 
ticularly desirous of disposing of their mills to the proposed 
consolidation. The local bankers and the members of the pre- 
sumptive syndicate remained in the background, while their 
representatives * solicited options on the various stocks. It 
developed later that Kidder, Peabody & Company, of Boston, 
had been induced, either by their English correspondents or the 
local bankers, to stand back of the proposed combination. The 
bankers paid $8,390,000 for five mills in New Bedford, three in 
Fall River, and two in the adjoining city of Taunton. The 
net book value of the mills amounted to $6,740,593. The 
nominal strength of the consolidation was 583,400 spindles; 
the actual operating capacity was upwards of half a million 
spindles, of which about two-thirds were mule spindles. Under 
average conditions, these mills were capable of producing some 
fifty million pounds of yarn a year. The details of the separate 
mill capacities, the nominal prices of the stocks during the year 
previous, the prices paid for the stocks by Kidder, Peabody & 
> aie and the various summaries can best be seen from the 


Number of Per cent of Control 
banks Total Number Amount held eld by 
Mill interested of Shares by Banks Banks directly 
Columbia-Bennett ........ QL 18,000 12,060 67% 
Howland: cers ccs saan ee 39 8,000 3,664 45.75% 
Rotchhvscscnes ce oeaecs ens 36 7,500 3,198 42.64% 
New Bedford Spinning .... 19 2,500 1,711 68.44% 


Columbia-Bennett report as of February 27, 1898; Howland as of December 6, 
1898; Rotch as of November 1, 1898; New Bedford Spinning as of November 23, 
1898. Figures computed from statistics printed in New Bedford Mercury. Re- 
printed in Fall River News, May 5, 1899 with comments which indicate local con- 


ce in the figures. 
f 2 ii should be stated, however, that the Globe mill, the largest of the Fall River 
_ ‘group, was almost bankrupt and the banks all over the country were discriminating 
against its paper. E. B. Jennings, who had become Treasurer of the mill four 
months before, codperated in bringing about the combination. The idea of the 
combination seems to have been first suggested by Peter H. Corr of Taunton. 
3 Barrow, Guthrie, and Wade. 
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is i and on the next Some of the prices 
paid were especially high, and were rere upon the fact that the 
ocal bankers, who promoted. the combination, counted upon 


nce in combinations. to enable them 


paid represented an indirect profit to one of the promoters. 


(May, 
c Ae Cash pot 
api- ook q Net et 
taliza- Value payee pad nee Quick Assets 
tion Lands asiases Assets Book 
and Ma- Value 
chinery 
New Bedford $ $ $ $ $ $ $ 
Columbia-Bennett . | 1,800,000 | 1,800,000] 510,027] 160,630] 477,285 202,372 | 2,002,372 
Howland 2.e)ees 8co0,000 | 1,013,2904| 174,819 51,626] 473,406 |(d.) 247,051] 766,243 
RRotchiieetrant eres: 750,000] 903,291} 197,705 57,304| 298,344] (d.) 43,245] 860,046 
New Bedford ..... 250,000] 196.678 79,540 24,779 83,162 21,157| 217,835 
Fall River 
HO ooo powanson 1,200,000 | 1,294,343] 298,712] 149,325] 508,129 |(d.) 150,002 | 1,144,251 
SanlOrdine ncaa 500,000] 547,269] 2097,092|in invent.) 214,500 82,592| 629,861 
North Dighton ... 30,000 52,004 17,591 10,070 47,168 |(d.) 19,507 32,407 
Taunton 
Gohannet#ecrc - -:- 600,000} 600,000] 163,960] 191,791} 300,430 55.321 | 655,322 
sNemasket: 5% icicles 400,000] 521,632] 162,331 57,388 | 309,184 |(d.) 80,465] 432,167 
| 
EE Ot aS» Sate csreve a 'eiatexe 4 6,330,000 | 6,928,511 | 1,901,867 teeta ese (d.) 187,918 | 6,740,503 
Book value of lands, machinery and net quick assets .............. $6,740,503 


ther intentionally or unconsciously the bankers made it appear that the 

had been secured at bargain prices. Witness the following from Kidder, 

Peabody & Company’s prospectus of July 5, 1899. “‘ About two years ago, 

through the misconduct of the Treasurers of the New Bedford Mills, these proper- 

ties were left in such financial condition that the creditors were obliged to take the 

properties and reorganize them on a basis of capitalization much below what it 
would cost to reproduce them. 

“The ownership therefore of the Rotch, Howland, New Bedford Spinning Com- 
pany, and the Bennett Mills fell largely into the hands of Banks, which, as a result, 
held in these mill stocks an asset which they were not allowed by law to purchase. 
It has been possible, owing to this fact, to secure a controlling interest in these mills 
at low prices compared to cost of reproduction. 

“The Fall River and Taunton Mills were then willing to sell at moderate prices 
rather than risk competition with a company controlling several mills and thereby 

ing able to introduce economies not possible in a single mill.” 
a The North Dighton mill, having $19,507 net debt with a book value of the 
ed assets of only $52,000. The mill had been built over seventy-five years, and 
was altogether antiquated. It was soon dismantled. 
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A charter for the New England Cotton Yarn Company was 
obtained July 6, 1899. It had an authorized capitalization 
consisting of $6,500,000 5% first mortgage bonds, the same 
amount of 7 umulative preferred stock, and $5,000,000 of 
common sto Of these amounts, $5,700,000 in bonds, and 
$5,000,000 each in preferred and common stocks were issued 
immediately. Preferred stock to the amount of $3,000,000 was 
taken by the stockholders of the old companies at $95 a 
Practically all of the common stock was taken by the 
mil operators, the bankers who held the notes of the subsidiary 
mills, and the underwriters, at a nominal valuation of approxi- 
mately $15 a share; it never secured a public market, and was 
recognized by the majority of people as representing merely an 
intangible equity of possible earning power. This common 
stock was, in effect, the only promoters’ and bankers’ profit 
realized. The bankers paid $8,578,000 for the mill stocks, and 
furnished $1,750,000 in new money, making a total known 
expenditure of $10,325,000. The actual expenses in forming 
a consolidation of this size must have amounted to $200,000. 
The bankers received from the sale of the bonds and preferred 
stock $10,550,000. Their profit, therefore, was part of the 
common stock ich, at a valuation of $15, represented 

f $7 “is this stock had no market, the 
profit was at most nominal; as the consolidation proved a failure, 
even this nominal profit was wiped away. In the end the out- 
side bankers obtained no profit from the combination. 

Early in July, 1899, the bonds and the preferred stock were 
offered for public subscription at par by Kidder, Peabody & 

pany and by their Baring correspondents in New York and 


ertain provisions of these capital liabilities deserve passing comment. The 

ds were to run for thirty years. They were safeguarded by a sinking fund of 
1% on the outstanding amount, payable before any dividend disbursements on 
the preferred stock. An additional sinking fund payment of 4 % had to be made 
before providing for common stock dividends. The sinking fund could be used 
for redemption of bonds or renewal of property. The bonds could be retired at 


and the preferred stock at 140. 
Price stated in agreement sent by Kidder, Peabody & Co. to the various 
ock 


holders. Reprinted in Fall River News, June 20, 1899. Amount taken 
stated in Kidder, Peabody & Co.’s public prospectus dated July 5, 1899. 
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Toners Such was the confidence in the enterprise, that in 
less than’ a week the public allotment of $2,000,000 preferred 
stock and all the bonds were greatly over-subscribed; and on 
all subscriptions in excess of $2,000 only 28 % in bonds and 65 % 
in preferred stock was allotted.? Presently both were admitted 
to the Boston Stock Exchange list, and the preferred stock soon 
sold at $105 a share. 

The advertisement issued by the bankers, at the time the 
securities of the New England Cotton Yarn Company were 
offered for public subscription, contained the following state- 
ment: 


Estimated cost of replacement of plant alone......... $10,700,000 * 
Additional assets, including $1,750,000 new money, now 
provided. abouts. tryacis wipe pares cies erage campeon ste ereroene 2,300,000 4 


$13,000,000 


It is extremely difficult to form a correct estimate of the value 
of the property acquired by the Cotton Yarn Company. AIl- 
though several of the mills, particularly the Howland, Globe and 
Nemasket showed a deficit in their net quick assets, others, 
particularly the Rotch, Cohannet and New Bedford Spinning, 
possessed very valuable trade-marks, and manufacturers all 


1 Prospectus, July 5, 1899. Advertisement, 69 Chron. 1776, TX. ? 69 Chron. 131. 

3 This estimate was based on a letter from F. P. Sheldon, “a mill engineer,” 
Providence, R. I., written to Kidder, Peabody & Co., under date of June 29, 1899, 
saying, “ I have carefully considered the question of the probable cost of reproduc- 
tion, as running plants, of the nine mills to be included in the New England Cotton 
Yarn Company, and am of the opinion that it is fairly represented by the bonds 
and preferred stocks to be issued, amounting to $10,700,000. 

“ The estimate refers only to cost of real estate, buildings, and machinery, and 
takes no account of the cash assets, nor of the value of the good-will of the various 
existing Companies.” 

The bankers were in error in stating to the public the reproduction cost of the 
mills in any light that would lead to an inference that there was a relationship 
between cost of reproduction and present value. 

* 69 Chron. 1776, TX. In the prospectus of July 5, 1899 it was stated, ‘“‘ This 
Company will start with quick assets of over $2,000,000 —$1,750,000 in new 
money being added as quick capital.’ Actually the quick assets amounted to 
approximately $1,583,688 — the “new money”? less the deficit in quick assets. 
The statement of the Company itself, as of July 15, 1899, indicated net quick 
assets of only $1,670,166, even though accrued taxes should be reckoned as a 
deferred and not a quick liability. (See page 333.) 
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over the country sought the yarns spun at these mills. Yet the 
estimates upon which Kidder, Peabody & Company sold the 
securities of the Comp ublic presumed to take no 
account of this value /of Several indirect methods 
may be used in reaching some conclusion concerning the 
value of the mill property. Less than a year before the for- 
mation of the combination, the market value of the securities 
of the several mills aggregated $5,632,50 e book value of 
the mills amounted to $6,740,593 net. Thé underwriters of the 
combination paid $8,390,000 for the mills, but every one at all 
conversant with the situation admitted that the prices realized 
by the stockholders were excessiy Valuation on the basis 
of construction gives us a hint only of their value. As already 
stated, some of the mills were run down.! / The machinery 
in seven of the ten separate mills was old; many of the mules 
were of heavy English construction, and could be operated only 
with high labor cost. The buildings were not of modern con- 
struction. It is, therefore, as has been said, exceedingly difficult 
to form any just estimate of their value as operating mills. The 
Tariff Board computed the replacement value of an average 
yarn mill at $10.828* per spindle. This is undoubtedly too 
low. A new yarn mill of thoroughly improved construction, ee 
recently built in New Bedford, cost between $23 and $24 a | 
spindle. But the mills of the New England Yarn Company were | 
far from new, and construction costs were less in 1899 than ten 
or twelve years later. If, then, we estimate the yee of the 
mills entering the combination as epproximatsye$r4.59 Pen) 
for the five hundred thousand eee ce the Company 
5rofitably operate, and $8 per spindle for the idle spindles 
we are at least liberal in our computation. This gives a value 
From this should be subtracted $187,918, 
See letter of F. P. Sheldon quoted in note 4, page 314. * Table, page 312. 

: i, his is gathered from comment at the time in New Bedford and Fall River ~ 
Jeers and from statements by the various individual manufacturers. 

i he Sanford, built in 1892, by some of the stockholders of the Globe (a des- 
ériftion of the Sanford in Textile World, December, 1892, page 27) and the Rotch, 
built the same year were the newest. The New Bedford spinning mill, built in 


1883, was the first yarn mill in the city. 
5 II Cotton Manufacturing, 465. 
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the debt in excess of net quick assets. The various estimates 


of the value of the property are then: — ce 
ae — 
a Value on Basis 
“Market Value Book Value Cost Price to N. E. of Spindle 
within one Year of Mlils Cotton Yarn Co. Valuation 
$5,632,500 _ $6,740,593 $8,390,000 _ $7,730,000 
2: 


a PELE Not aOR RI i See NNT! 


It seems clear, therefore, that the mill property acquired by the 
New England Cotton Yarn Company had an actual value of 
not more than $7,500,000. The bankers added $1,750,000 net 
working capital making the total property owned by the Com- 
pany approximately worth $9,250,000. Against this was issued 
$15,700,000 in securities, — that is, over $26 ! net per spindle for 
the entire rated capacity of all the mills. On the basis of market 
quotations, the securities of the Company were valued at 
$11,700,000, if we consider the common stock worth $15 a share. 

Accountants estimated the annual earnings of the constituent 
mills as $1,106,197.40,? approximately $2 a spindle. The fixed 
charges on the new bonds would require only $285,000 or approxi- 
mately fifty cents a spindle, the contingent charges on the pre- 
ferred stock, $350,000 more or approximately sixty cents a 
spindle, and the total fixed and contingent charges, $635,000 or 
approximately $1.10 per spindle. In the light of the earnings, 
the various mills were making during the early part of 1809, 
this optimistic estimate was undoubtedly conservative; but if 
the accountants had computed the earnings for 1897 and 1808, 
it was not so,—a fact which emphasizes the importance, in com- 
puting earnings, of taking into consideration years both of de- 
pression and of prosperity. In addition it was alleged that the 
new Company would be able to save $500,000 in the manage- 
ment of the mills by reducing competition and apportioning 
each mill to a particular range of yarns.3 At the time the mills 
of the Company manufactured about 68% of the yarn sold to 
the trade. 


' After subtracting from the issued capitalization the net quick assets. 

> “The aggregate net earnings as reported by Deloitte, Dever, Griffiths and 
Company of the separate companies for the last fiscal year — $1,106,197.40.”’ Pros- 
pectus of July 5, 1899, summary, 69 Chron. D770. 

* Taunton Gazette, June 20, 1899. 
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It is interesting to note that the only other important cotton 
textile consolidation, — the combination of cotton duck mills,! — 
was promoted at the same time. The two corporations began 
life on almost the same day, and the same uncritical confidence 
in economies was present in the minds of both groups of pro- 
moters. The textile industry had been susceptible to severe 
fluctuation, and it was believed that stability and increased 
earning power would necessarily result from combination. 

To all outward appearances, however, the New England 
Cotton Yarn Company seemed successful at first. A dividend 
of 34% was paid January 1, 1900, for the five and a half months 
of the Company’s existence, after provision was made for the 
fixed charges and the sinking fund on the bonds. The statement 
of June 30, 1900, showed a prosperous business. The full interest 
and preferred dividends had been earned apparently, and besides, 
upwards of $400,000 had been carried to improvement and profit 
and loss accounts.2 Without charges to depreciation, the net 
earnings of the Company were in excess of $1,000,000, the 
very amount, in fact, that the accountants found to be the 
aggregate earnings of the constituent mills prior to consolidation. 
At the same time, the net quick assets, which stood at $1,646,212 
the July before, had been increased to over $2,000,000. Notes 
payable had been reduced about $2,000,000, and now stood at 
only $650,000, while the cash had been reduced only about 
$1,500,000. On the whole, the financial position of the Com- 
pany was strong and its prospects for success bright. The 
statement of June 29, 1901, showed signs of diminishing pros- 
perity. The full preferred stock dividend was paid after pro- 
viding for the fixed charges and the sinking fund. Yet the profit 
and loss account was increased by only about $34,000. The 
management had charged off to depreciation on plants carried at 
approximately $14,000,000 only the sinking funds on its bonds, 
about $60,000 in amount, while at the same time they had 
increased the plant account by charging to improvements over 
$300,000. The noticeable thing about the statement was the 


1 Infra, Chapter XIII. 
2 See abbreviated balance sheets, infra, p. 333- 
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increase it showed in inventoried materials, and in outstanding 
notes, the former from $2,200,000 to $3,800,000 and the latter 
from $650,000 to nearly $3,000,000. The Company was, it 
seemed, finding difficulty in disposing of its goods. 

The statement of June 28, 1902 was not reassuring. The 
materials on hand still remained well above $3,000,000, notes 
and accounts payable were a little less, — about $2,800,000, — 
but the money had fallen to the lowest point in the Company’s 
history. With less than the sinking fund of $60,000 charged 
to depreciation, the Company showed less than $5,000 credited 
to profit and loss account. The full dividend on the preferred 
stock had not been earned and the Directors had authorized 
the Company to borrow the last dividend payments from the 
bankers, taking renewed hope from a slightly lower level for spot 
cotton. These expectations of better trade conditions were 
premature, but before describing in detail the circumstances 
which preceded the reorganization of the New England Cotton 
Yarn Company, it is important to understand the underlying 
conditions that led to its failure. 

From the first the actual administration of the mills of the 
Cotton Yarn Company was in the hands of practical men! but 
the detailed management was given by the bankers to a man 
of limited perspective. In New England textile circles it has 
been the custom to appoint one man to the entire management 
of the business, and to give him free hand in all particulars. 

1 This is seen from a list of the first directors: 

Andrew G. Pierce, President, The Bennett and Wamsutta Mills, New Bedford. 

Edward B. Maltby, Vice-President, Cohannet Mills. 

Andrew G. Pierce, Jr., Vice-President, Treasurer of Pierce, Rotch, and Howland 
Mills, New Bedford. 

J. Frank Knowles, Chairman of Board, Acushnet and Hathaway Mills. 

E. S. Draper, Draper Company. 

T. E. Brayton, Union Cotton Manufacturing Company. 

. B. Jennings, Globe Mills. 
. E. Stanton, Jr., Bennett Mills. 

. M. Weld, Banker. 

. L. Lovering, Nemasket Mills, Merrimac Mills, Massachusetts Cotton Mills. 
. H. Mason, Sanford Mills. 


. A. Gaston, National Shawmut Bank, Boston. 
Robert Winsor, Kidder, Peabody and Company. 
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If he made a “ success ”’ of the mill, he was retained by the Direc- 
tors, otherwise, another was tried. In this particular case, 
the man chosen by the bankers for the administration of the 
milis was not equal to the task. He had been successful in 
the conduct of single cloth mills, but his methods were not 
appropriate to the many-sided problems of a combination of 
500,000 spindles. He antagonized large portions of the trade 
by policies which others considered narrow and, in the end, 
uneconomical; customers he should have retained turned to 
competitors. He failed to realize the difference between a 
fifty thousand spindle mill, and a five hundred thousand spindle 
combination, paying attention to matters of insignificance, 
while neglecting the larger issues of trade policy. The other 
practical mill men on the Board of Directors had their own 
businesses to attend to, and could give neither the time nor the 
thought to the affairs of the New England Cotton Yarn Com- 
pany that their positions would seem to call for. Three other 
elements worked against the success of the New England Cotton 
Yarn Company, — the increase in labor costs which made it 
necessary to change the type of machinery, the increase in price 
of raw cotton, which restricted the demand for yarn, and an entire 
change in selling methods, which antagonized the commission 
houses and indirectly led to increased competition. As these 
elements of failure are somewhat individual, and yet analogous 
to corresponding elements in the history of other combinations, 
they are worthy of some detailed attention. 

When the New England Cotton Yarn Company acquired the 
subsidiary mills, over two-thirds of the spindles were mules. 
Their operation required distinctly skilled labor." Mules must 
be used in spinning the fine yarns, but for the coarser numbers 
ring spindles are more economical. The point where rings can 
be more economically substituted for mule spindles depends on 
the relative labor cost of operation, and on the market conditions 
affecting the two kinds of yarn. If the New England Cotton Yarn 
Company’s trade had been almost entirely restricted to the finer 


1 Mule spinners receive wages somewhere in the vicinity of $15 a week, whereas 
ring spindle operatives receive $7.50 a week, — exactly half. 
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yarns,! the extensive equipment of mule spindles would have 
been economical in operation, for the higher value of the fine 
yarns fully offsets the additional wages paid to the mule spinner.’ 
But, unfortunately, the competition of foreign yarns is keener 
in the fine numbers, and the demand is distinctly more restricted. 
So the New England Cotton Yarn Company found it necessary 
to increase its proportion of coarse yarns, a field where its com- 
petitors, with their ring spindles, could produce more cheaply. 
Subsequently the management threw out thousands of mule 
spindles and substituted ring frames for them. 

When the Company was organized, in 1899, the price of spot 
cotton was less than seven cents. The benefit of this cheap 
cotton lasted on into 1900, which, with the rising price of finished 
goods, permitted a liberal margin of profit for the first year. 
During that year, however, the price of spot cotton rose to an 
average of nine and a quarter cents, a rise of nearly 50%. This 
necessitated a corresponding rise in the price of yarn. As a 
result the knitting mills, believing the high price of cotton could 
be fully accounted for by the temporary short crop, withdrew 
from the yarn market until a better cotton crop should presage 
a fall in the price of yarn. In ro0zr, however, matters were 
no better and the average price of spot cotton throughout the 


1 Say above 80’s. 

* The point above which it is wise to operate mules seems to be now about at 
7o’s. Three manufacturers of whom I have made inquiry put it at 60, 70, and 80. 
Some operators of knitting mills prefer mule spun yarn in the lower numbers and are 
willing to pay extra for it. This decidedly complicates the question of economy. 

* The following are the extreme fluctuations in spot cotton for the years con- 
sidered in this paragraph: — 

U.S. Dep’t C. of L. 


High Low Average 
E808) canidem ela asin cecee 6 9/16 5 5/16 5.94 
T3800 cercrgtinie lect wilco nes ie 713/16 57/8 6.88 
EQOOeicieieveic sities ice scence II 79/16 9.25 
TOOL SIGS. Soccer ea wrcdeenaeee 12 713/16 8.75 
F002 So rtecd Ae ce wtaniesnateremiecee 97/8 8 13/16 9.co 
LQOS! Fawsssovalelrstalaletete.ovelatoteral ere 13 3/4 8 7/8 11.18 


* The price of knitted underwear, stockings, and similar material sold directly 
to a retail trade is not remarkably elastic. The increased price of yarn would, in 
a large measure, represent a corresponding decrease in the knitters’ manufacturing 
profit. His only alternative would be to decrease his output, which would be re- 
troactive on the yarn mills. 
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year was again over nine cents. The New England Cotton 
Yarn Company thus found itself, in the summer of rgor, with 
a heavy stock of yarn made from “ nine-cent cotton,” on its 
hands, but with its customers unwilling to buy except for imme- 
diate needs, on account of the high cost. The economies of 
combination could be obtained only from large-scale production, 
and large-scale production was suicidal, under the conditions 
which then prevailed. 

Most serious of all, however, was the position of the New 
England Cotton Yarn Company in the yarn trade. When the 
consolidation was consummated, it was presumed that the cen- 
tralized management could introduce important economies, 
not the least of which would be the concentration of each mill 
on a special line of yarn. In this way, the mills would be relieved 
of the expense of shifting the machinery back and forth to meet 
the requirements of each order. But the old trade-marks of the 
separate mills covered a wide variety of yarns, and when the 
Company attempted to furnish yarn made in the Bennett Mill 
to a customer ordering Cohannet yarn, merely because the Ben- 
nett Mill was specializing in that variety, the customer con- 
sidered himself unfairly treated. When the customer ordered 
Rotch yarn, he sometimes received yarn from some other mill 
designated as New England Cotton Yarn Company’s Department 
“71,” and was not pleased. The Company was introducing 
the economies of large-scale production, but was destroying 
its most valued asset, the individuality of small-scale produc- 
tion, and the loyalty of a special line of customers attached to 
each mill. It was reported on excellent authority that at one 
time the Company distributed Cohannet labels to other mills, 
because of the high standing of the Cohannet yarns, but this 
deception was soon discovered, and it had the effect of ruining 
the Cohannet name, without achieving any positive result. 
This dissatisfaction of the customers! proved a most positive 
force in stimulating competition among competitors. The New 
England Cotton Yarn Company at no time controlled over 68% 
of the manufactured yarn sold to other mills. Thus they were 


1 Particularly among the gingham manufacturers. 


322 PROMOTIONS AND REORGANIZATIONS 


in no position to dominate the industry. Other yarn mills in 
New York state and near Philadelphia solicited and secured 
orders from old customers of the New Bedford and Taunton 
mills, who were dissatisfied with the treatment they were receiv- 
ing from the management of the New England Cotton Yarn 
Company. To aggravate matters, the Company suddenly de- 
cided to sell its own yarn without the help of the commission 
houses. It had been long the custom in the textile trade for a 
selling house or commission merchant to attend to the sale of 
the entire product of certain mills, at a regular commission. 
This commission included not only the services as selling agents, 
but also the endorsement of the mill’s single name commercial 
paper. So highly regarded is this mill paper with the commission 
house endorsement that it is a legal investment for Massachusetts 
Savings Banks, and is held largely by New England trustees, — 
for example, Harvard College has upwards of $500,000 of its 
funds in this form of investment. The New England Cotton 
Yarn Company believed itself strong enough to establish its 
own selling agencies and distribute its product without the com- 
mission merchant’s charges. And less than a week before 
October 1, 1900, the Company sent a circular letter to the com- 
mission men, stating they would thereafter sell to their customers 
directly. Immediately, in order to save their business, the 
various agents assumed the selling for mills outside of the New 
England Yarn Company. They induced cloth mills to install 
finishing machinery and to manufacture yarn incidentally. 
Soon, too, the commission merchants began to build new yarn 
mills of their own, and to enlist the investment of southern 
capital in the manufacture of yarn. In this last named effort, 
the manufacturers of machinery codperated very substantially 
through their willingness to accept southern mill stocks for 
spinning and twisting frames and other yarn equipment. Thus, 
although direct selling proved cheaper than the older method, 
it stimulated new competition to such an extent that the Com- 
pany suffered severely through the change. 

But the ill effect of these various conditions was not felt 
immediately. It was not until the publication of the statement 
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of June 28, 1902, that suspicions of unsoundness were aroused. 
Although it must have been clear to the Board of Directors 
that dividend disbursements on the preferred stock should 
cease, dividends were again declared in the winter of 1902-03, 
in the hope of better earnings as a result of the lower cost of raw 
cotton. This hope was not realized, for the cotton crop of 1903 
was less than that of 1902 by a half million bales, and spot 
cotton rose rapidly during the early part of 1903. The average 
price was a little over 11 cents, the highest 133 cents. Moreover, 
the published statements had indicated that the failure of the 
Company to meet expectations was due to the increasing cost 
of cotton alone, while in reality the fault lay more in the other 
causes already enumerated, principally in that of management, 
and no mere fluctuation in the price of cotton would have been 
able to eradicate the underlying difficulties. Early in 1903, 
rumors of financial trouble became current, but a Director 
was quoted as saying that, while all textile companies had suffered 
from labor troubles and high cotton, he “ was sure the Company 
would pull out all right.” 1 The preferred stockholders were 
assured that the dividend would be paid as usual. A few days 
after these reassuring publications, the Directors voted not to 
declare the preferred dividend due July, 1903, “ since it had not 
been earned.”2 A member of the Executive Committee was 
quoted at the time as saying that the payment of the dividend 
would make it difficult, if not impossible, to carry the floating 
debt. Provisions for reducing the floating debt seemed impera- 
tively necessary, and a committee of three* was appointed to 
devise a plan for placing the finances of the Company in a more 
secure position. 

When the rumors of financial difficulties were confirmed by this 
action of the Board of Directors, the price of the preferred stock 
fell precipitously from $78 a share in the last of May to $25 a 
share in the last of June. People came suddenly to believe 

1 76 Chron. 1304. 

2 76 Chron. 1358. See also J ournal of Commerce and Commercial Bulletin, June 


15, 1903. 
3 76 Chron. 1358. 
4 Wm. W. Crapo, N. P. Hallowell, R. M. Saltonstall, 
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that the difficulty was one of management, not of labor troubles 
nor of the high price of cotton. 

The Company’s quick assets had not been managed as con- 
servatively as the traditions of New England textile banking 
required. In the four years of its history, from July, 1899 to 
July, 1903, the Directors had paid out $1,212,500 in preferred 
stock dividends. During this time the money in the treasury 
had fallen from $2,092,851 to $514,284. The notes payable, 
which at first were $2,630,666 and had fallen as soon as the 
Company was on its feet to $650,000, had risen by July, 1903, to 
$2,042,000. In brief, the relation between cash and bank loans 
assumed a most unpromising aspect, and the Company found 
itself, with its credit impaired, still facing adverse business con- 
ditions. Had the $1,212,500 paid out in preferred stock divi- 
dends been kept in the treasury, there would have been ample 
quick assets to give support to the Company’s commercial 
paper. It is the frequently told story of lack of conservatism in 
dividend policy, inspired by an uncritical optimism. The pre- 
ferred stockholders themselves were really affected adversely, 
too, for while they received $24.25 a share in dividends, their 
stock fell in value from $105 to $25 a share. It might seem, 
at first sight, as if the dividends on the preferred stocks were 
continued in order to make a market for the stock held by the 
promoters and the mill interests. All the available evidence 
points to the belief that this was not the case.! 

The Committee appointed to consider the rehabilitation 
of the Company reported that it was advisable: 2 


1 The mill interests and the bankers held the common stock, but they had never 
attempted to find a market for it; it was not even listed on the Stock Exchange, 
and it is impossible to find any public quotation for the shares. The same interests 
had taken, too, about $3,000,000 of preferred stock but the market for this was 
narrow, and evidence points to the belief that the same interests continued to hold 
most of the stock through the depression. The firm of Kidder, Peabody and 
Company held some 5,000 shares through the reorganization. (Letter of Kidder, 
Peabody & Co., dated June 29, 1903.) As late as November, ror 2, Kidder, Pea- 
body & Co. were the registered holders of 10,307 shares of the preferred stock and 
1,255 shares of the common stock of the reorganized Company. 

® Circular letter of the Crapo Committee, dated June 29, 1903. This letter 
embodies the plan of reorganization presently to be described, 
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(a) To acquire a charter for a Massachusetts corporation, 
which should take over the assets of the New Jersey corporation 
of the same name. 

(b) To reduce the floating debt by an assessment on the stock- 
holders. 

(c) To reduce the capitalization, and the cumulative dividend 
charges. 

(d) To leave the bonds undisturbed, as the fixed charges had 
unquestionably been earned. 

The plan provided for a reorganization which should bear 
heavily upon the stockholders. They were required to provide 
$2,000,000 in new money, which would be represented by new 
preferred stock, and required to accept a new common stock 
for their holdings in the old Company. Those who held the pre- 
ferred shares were assessed $30 a share, and given $70 in new 
common stock. The holders of the common stock were assessed 
$10 a share, and given $8 in new common stock, — their interests 
were reduced from $5,000,000 to $400,000, and to secure this they 
were compelled to subscribe $500,000. Later it was announced 
that the preferred stockholders were permitted to buy, for $100 
in money, $100 in new preferred stock and $80 in new common 
stock. These were exactly the terms offered the common stock- 
holders so that, to all intents, the old common stock was 
entirely extinguished. The ruthlessness with which the stock- 
holders were treated was more remarkable because the reor- 
ganization did not follow a default of the bond interest, but 
was put through by the stockholders themselves.’ In fact, the 
common stockholders, who were dealt with in the utmost severity, 
were the bankers and mill interests through whose efforts the 
reorganization was consummated. The new preferred stock 
was to carry 6% non-cumulative dividends. As a result, there- 
fore, the Company was given the use of $2,000,000 in new money, 
with which to discharge its floating debt; and the cumulative 
dividend charges were entirely eliminated. It was anticipated 
that the credit of the Company with the banks would be restored 
by the consummation of the plan. The investment standing 


1 For references and details see Reorganization Plan, June 20, 1903. 
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of the Company’s stocks, also, would be benefited by the 
renewed strength and by the fact that they were non-taxable to 
residents of Massachusetts among whom the stocks were largely 
held. The details of the reorganization are given in the table on 
the following page. 

The only difficulty lay in persuading the stockholders to come 
forward with their money assessments.! To insure this, Kidder, 
Peabody and Company formed a syndicate to underwrite the 
subscriptions.2, The syndicate members were each to receive 
5% for their subscriptions, and Kidder, Peabody and Company 
were themselves to receive a commission of 5% as managers. 
The syndicate was empowered to become a purchaser of the 
bonds, stocks, and notes of the Company. The old stockholders 
were allowed until July 14, 1903 to deposit their stocks with 
Kidder, Peabody and Company, but it was clear before that date, 
that the plan would succeed, as 94% of the preferred and 80% of 
the common shares had been deposited.? On September 2,4 the 
stockholders passed a resolution to dissolve the old Company; 
and on November 27, 1903,° the New England Cotton Yarn 
Company became a Massachusetts corporation. The balance 
sheet of October 1, 1904 shows the benefits secured by the 
reorganization. The plant account had been marked down 
from $13,254,128 to $8,131,120, a book value of the fixed assets 
which stands very close to their actual value, if we compute the 
real estate and machinery on a basis of $15 for every spindle 
in active operation.® 

One of the chief purposes of the reorganization was to permit 
an entire change of management. To this end, the former Chair- 
man of the Executive Committee resigned his position to devote 

1 Discussion in newspapers. For example, see Boston Transcript, July 10, 1903; 
Boston News Bureau, July 11, 1903. 

* Syndicate Agreement between Kidder, Peabody and Company and Reor- 
ganization Committee of New England Cotton Yarn Company, William W. Crapo, 
Chairman. Dated June 29, 1903. 

3 77 Chron. 149. 

4 77 Chron. 513. 

5 77 Chron, 2161. 


§ The Company had then nearly 600,000 spindles, although the greater pro- 
portion of mules made it uneconomical to operate them all. 
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all his time to the management of two other mills in which he was 
interested, and the former President withdrew. The administra- 
tion was then given over to new men. 

The rehabilitated Company was not at first successful. In 
his report of 1904, President Weld stated that the prevailing 
high price of cotton had caused customers to close their knitting 
mills, and that the New England Yarn Company had operated 
only two-thirds of its spindles.1_ Nevertheless, as the Directors 
attempted to pay no dividends on the stocks, the Company was 
able to maintain its position. In the meantime, the new manage- 
ment made extensive improvements in the equipment of the mills, 
discarding old English mules and substituting the most modern 
spinning machinery. These changes bore fruit in the following 
years. The report for 1905 showed net profits of over $500,000, 
after large replacements had been charged to operating costs.” 
In 1906 the profits were still greater, while in 1907 they amount- 
ed to $1,500,000. Meanwhile, dividends had been resumed 
on the preferred stock, and in the autumn of 1907 an initial 
dividend of 14% was declared on the Common Stock.2 The 
securities of the Company were first entered on the list of the 
Boston Stock Exchange in 1905. During the next two years 
the market price of the preferred stock rose from $80 a share to 
$90, that of the common stock from $27 to $7s. 

The serious difficulty that confronted the New England Yarn 
Company lay in the fact that its product represented only 
semi-manufactured merchandise. -Yarn had no market with any 
ultimate consumer, it could be sold only to other manufacturers. 
To create a steady market for its goods, and to reach out toward 
the ultimate consumer, the old Company had the Howland mill 
in New Bedford refitted with both spinning and weaving ma- 
chinery.*. The new mill was called the Gosnold. All of its 
common stock was held in the Treasury of the New England 
Cotton Yarn Company. 

The Directors became interested in the knitting business. 
The “Union Mills” Company was organized in tg01 by 


1 79 Chron. 2204. 3 85 Chron. 225. 
2 81 Chron. 1608. * 82,232 spindles and 3,250 looms. 


NEW ENGLAND COTTON YARN COMPANY 329 


interests closely connected with the control of the New England 
Cotton Yarn Company. Its capitalization consisted of $840,000, 
$280,000 each of 5% bonds, 6% preferred stock, and common 
stock. The “Royal Gem Mills’? Company was organized by the 
same interests in 1902, with a capitalization consisting of $600,000, 
again evenly divided between 5% bonds, 6% preferred stock, 
and common stock. These mills were all situated in New York 
state. From their organization, they had been successful, and 
as the control was identical with that of the New England Cotton 
Yarn Company, the closeness of relationship of the three corpora- 
tions resulted in their mutual advantage. In 1909 it seemed 
wise to extend the operating management of the knitting mills 
over the plants of the New England Cotton Yarn Company as 
its success had been conspicuous. The companies controlling 
the Union and the Royal Gem mills were first merged into a 
single corporation. “Their underlying bonds were liquidated, 
and the stocks absorbed by a new corporation called “ The Union 
Mills ” Company, with $1,500,000 of 6% preferred, and $1,000,- 
ooo of common stock. In this amalgamation, $1,440,000 in 
outstanding capital liabilities was recapitalized for $2,500,000. 
This increase was explained by the previous success of the mills, 
which had enabled the management to turn a large part of the 
earnings back into the companies.!_ The new corporation, “ The 
Union Mills” Company, then leased the New England Cotton 
Yarn Company, guaranteeing the sinking fund and interest 
on its underlying first mortgage bonds, together with dividends 
of 6% on the New England Cotton Yarn Company preferred 
stock and 74% on its common stock. In all the Union Mills 
obligated itself to pay approximately $717,500,” on account of the 
Yarn Company lease, and $60,000 on its own preferred stock. 
The net earnings of the New England Yarn Company had been 

1 The management valued the plants at approximately $1,400,000 at the time 


of the lease. The mills had $1,100,000 net quick assets. Letter of New England 
Cotton Yarn Company’s Directors to stockholders, dated January 20, 1913. 


2 Interest — N. E. C. Y. Co. Bonds (approximately $17040;000) Mavemasine tease $247,000 
Sinking Fund (N. E, C. Y. Co. Bonds) ..... 02+ -+seeeerseeeeeereerreces 58,000 
Preferred Stock dividend (N. E. C. Y. Co. S215GCO;COO) iat risitvinsisisinaniee iss 120,000 
Common Stock dividend (N. E. C. Y. Co. $r.000, 00) aeiccsscecste robe escn 292,500 


$717,500 
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ample to take care of its own charges in the years immediately 
preceding the lease! During the first year of the lease, ending 
November 26, 1910, the two companies showed net earnings 
sufficient to permit the payment of the full charges on the New 
England Cotton Yarn Company’s securities and as well dividends 
on both preferred and common stock of the Union mills. In 
addition, the Company created a surplus of $125,000. The 
market price of New England Cotton Yarn Company’s pre- 
ferred stock had risen to $118 a share, and that of the com- 
mon stock to $125 in anticipation of the benefits to be derived 
from the lease. During the succeeding year, the earnings were 
not so ample, and no dividends were declared on either class of 
the ‘“ Union Mills ” Company’s stocks. 

The year 1912 proved less fortunate for both companies, 
and it was clear that the combined earnings of all the mills 
were insufficient to meet the guaranteed charges on the Cotton 
Yarn Company’s securities. The steady decrease of earnings 
was probably due, at bottom, to the difficulties of managing 
so large and varied an enterprise. The man operating the Union 
Mills had been successful in managing a relatively small group 
of knitting mills, but the detailed management of a large group 
of yarn mills having upwards of 600,000 spindles and producing 
a variety of yarns for markets of the most diverse character 
required different powers. By January, 1913, it appeared that 
not only was it true that the net earnings of the Cotton Yarn 
Company and the Union Mills were together insufficient to meet 
the charges guaranteed by the Union Mills, but, too, in the effort 
of the latter corporation to carry out the terms of its lease, its 
own capital had been depleted by $900,000.? It was clear that, 
should the lease be continued, the assets of the Union Mills 
would become exhausted and its guarantee worthless. In this 
predicament, the Directors of the two corporations agreed to a 
cancellation of the lease and a reorganization of the Union 
Mills. 


1 Details see 89 Chron. 1070, 1284, 1355, 1399. For copies of letters of the 
Presidents of both companies, see 1909 Am. Wool and Cotton Reports, 167%. 

? Letter of Directors of New England Cotton Yarn Company to stockholders, 
dated January 20, 1913. 
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A new Massachusetts Corporation was formed which took 
over the assets of the old Union Mills. This new corporation 
issued $2,000,000 in first preferred 4 % stock, all of which, together 
with $500,000 in money, was given to the New England Cotton 
Yarn Company in consideration of the cancellation of the lease. 
In addition, the new Company issued $1,000,000 of second 
preferred, 6% stock, — exchanged on an even basis for the old 
preferred stock, — and $1,500,000 in common stock. The latter 
was taken by the holders of the old common stock of the Union 
Mills. The reorganization affords an example of the price a 
corporation must pay to obtain relief from a burdensome lease. 
In addition to the loss of a sum of over $900,000, which the 
Union Mills Corporation had already used to maintain its guaran- 
tee under the lease, it now gave $500,000 in money and a prior 
lien security amounting to $2,000,000 to be relieved of it, 
a cost amounting in all to $3,400,000. A table affords a brief 
summary of the reorganization: 


Otp ComPpANY New Company 
Preferred ae Common First Second oon Common 


Stock |Charges| Stock Preferred | Preferred | Charges| Stock 


New England Cotton 


Yarn Company... Pete aieeere sien $2,000,000 AMT $80,000 
Old Preferred Stock- 
MONGONS! te cise ste $1,000,000 |$60,000 Fee Rietele $1,000,000 | 60,000 
Old Common Stock- 
holders ieenuie shines Beran .... | $1,500,000 wae aa +++ | $1,500,000 
Totalm eters): $1,000,000 | $60,000 | $1,500,000 || $2,000,000 $1,000,000 |$140,000 | $1,500,000 
SUMMARY Change 
Securities bearing contingent Old New Amount Percentage 
Charsestiracmotiearstne cc $1,000,000 $3,000,000 +$2,000,000 300% 
Total Securities... .. 66's. 10 2,500,000 4,500,Cc00 + 2,000,0c0 180% 
Contingent Charges .......-. 60,00e 140,000 + 80,000 233% 


The financial condition of the Union Mills prior to the lease 
in 1909 may also be compared with condition of the same mills 
after they had thrown off the burden of the lease: 


1909 1913 
Net value of property ........ $2,500,000 $1,100,000 
Capitalization .........+-+++: 2,500,000 4,500,000 


Preferred contingent charges .. 60,000 140,000 
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The history of the cotton yarn consolidation centers about the 
drastic reorganization in 1903 of the New England Cotton Yarn 
Company and the equally remarkable reorganization of the 
Union Mills ten years later. Both reorganizations were the 
direct results of threatened financial failure, caused chiefly by 
lack of marked ability in the management. The administration 
of a small mill is relatively easy. Strict economy and attention 
to detail is all that is required, and the long history of the New 
England textile industry has produced many men who are 
thoroughly equipped and equal to the task. But for the man- 
agement of a large group of mills, there is required administrative 
ability of a distinctly different and higher order than that 
demanded for the management of a single mill, or a small group 
of mills. It is not only a difference of ability in degree, but in 
kind. The failure of the New England Cotton Yarn Company 
in 1903 and of the Union Mills in rox 3 was due to a failure to 
recognize this fact. 
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CHAPTER XIII 


THe Earty History oF THE COTTON Duck CONSOLIDATION 


The duck business and its history, 335; the promotion of the Mount Vernon- 
Woodberry Cotton Duck Company, 337; financial aspects of the promotion, 339; 
value of the mill property, 342; success of the Mount Vernon-Woodberry Com- 
pany, 344; plan for the further extension of the consolidation, 347; the United 
States Cotton Duck Corporation purchase money syndicate, 349; the plan of re- 
habilitation of the Mount Vernon-Woodberry Company, 350; early history of 
the United States Corporation, 354; the unsuccessful attempt to consolidate the 
two companies, 356; the Consolidated Cotton Duck Company, 361; results 
achieved by the formation of the Consolidated Cotton Duck Company, 364; ac- 
quisition of the J. Spencer Turner Company, 365; decrease of earnings following 
1906, 368; summary of reasons for the failure of the cotton duck consolidation, 373. 


CHRONOLOGICAL SUMMARY 


1899. Promotion of Mount Vernon-Woodberry Cotton Duck Company. 
tgor. Formation of United States Cotton Duck Corporation. 

1903. Unsuccessful attempt to completely merge the two companies. 
1905. Formation of the Consolidated Cotton Duck Company. 

1906. Acquisition of the J. Spencer Turner Company. 

1909. Business of the mills results in large deficit. 


THE only consolidation of cotton manufacturing companies 
promoted in the period from 1897 to 1903, besides the New 
England Cotton Yarn Company, was organized in the duck 
branch of the business. In the general character of the experi- 
ment the combination of yarn and of duck industries had much 
in common. In both cases there were no natural restraints 
to the free erection of small mills, nor to the free purchase of 
raw material; there were no special advantages in the process 
of manufacture, nor in the sale of the product.!. The successful 


1 One difference between the two branches of the textile industry should be 
noted. Cotton duck is the only fabric which can be manufactured more cheaply 
in the United States than abroad. Especially is this true of the coarser ducks, 
where the direct labor costs are proportionally small, where the machinery is heavy 
and somewhat cumbersome, and the skill of the operatives comparatively slight. 
That, with the exception of the Yarn Company, the only large industrial con- 
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manufacture of duck, quite as much as that of yarn, can be 
reduced ultimately to skill of administration, and the success 
or the failure of the duck consolidation, like that of the New 
England Yarn Company, depended almost solely upon the possi- 
bility of obtaining a management capable of directing a large 
group of mills as wisely and economically as the average opera- 
tor could direct a small independent mill. In this essential 
particular, the duck mills failed. After a year of conspicuous 
success, the attempt was made to maintain high prices through 
extension of control over other mills. This proving without 
avail theconsolidation passed, in rapid succession, through one un- 
successful attempt, and three successful attempts at reorganiza- 
tion. The first two reorganization plans were intended to correct 
the financial blunders of the promotion period, and the last two 
were advanced as means of supplying new capital and new 
management at times when the Company was in difficulties. 
Looked at as a whole, the cotton duck consolidation presents 
perhaps the most intricate, complex, and disorganized operating 
history of any of the industrial consolidations promoted in the 
period following the depression of the nineties. 

Coarse cotton fabrics, or ducks, are used for a great variety 
of purposes, and their manufacture extends over a century. 
One of the earliest uses was in the manufacture of sail cloth and 
tents. Ducks and drills of various degress of fineness form the 
basis of rubber hose, rubber shoes and rubber blankets. A 
great deal of duck is used in the construction of heavy harvesting 
machinery. Latterly an industry of considerable magnitude has 
grown up for the manufacture of a coarse fabric, — the best of 
it made from sea island cotton, — out of which automobile tires 
are made. The weaving of sail duck was one of the first textile 
industries established in this country. As early as 1788, the 
Massachusetts Legislature granted a bounty of eight shillings 
per piece of thirty yards by twenty-eight inches, to “‘ encourage 
the manufacture of sails at home.” That same year, on the 


solidation effected in the cotton industry occurred in that branch where a protec- 
tive duty on imported fabrics is least necessary, is a fact in opposition to the slogan, 
“ The tariff is the mother of trusts.” 
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strength of the bounty, Jonathan Amory and others established 
in Boston a small sail cloth factory. The capital was $6,000.! 
The industry grew rapidly, stimulated by the prosperity of the 
early shipping business. During the latter part of the nineteenth 
century, duck mills were established in the south, nearer the 
sources of raw material, and Maryland became the center of the 
industry. 

As early as 1884, a “gentlemen’s agreement ” had existed 
among the duck manufacturers to restrict their output. At 
first this agreement was very loose, and accomplished little in 
the way of a control of the market. Gradually the “ under- 
standing ” among the mill owners became more precise, and by 
the early nineties, it had reached the form of a definite pooling 
agreement. At first, there was a Cotton Manufacturers Associa- 
tion, and later a Cotton Duck Manufacturers Association. 
These pooling agreements were very informal in character. 
Each mill was assigned its output, and expected to keep within 
the limit. Those manufacturers who exceeded their assigned 
production paid into “ the pool ” a certain number of cents per 
pound of over-production; those that fell below were paid by 
“the pool” proportionately.2 As in the majority of such 
agreements, there was always friction caused by alleged dis- 
honest methods of conduct. Frequently, the extreme anxiety 
of salesmen to make sales led to practices which broke the spirit, 
if not the letter, of the pooling agreements. At one time, it was 
proposed to introduce a system of fines for bad faith, but the 
plan was never adopted. Competition in the middle nineties 
was so severe that the agreements were of little value in main- 
taining the stability of the market. 


1 President Washington visited this sail cloth factory and made the following 
memorandum in his note book. 

“They have 28 looms at work and 14 girls spinning with both hands, the flax 
being fastened to the waist. Children turn the wheels for them, and with this 
assistance each spinner can turn out 14 pounds of thread per day, when they stick 
to it, but, as they are paid by the piece for the work they do, there is no other 
restraint upon them to come at eight o’clock in the morning and return at 6 in the 
evening. They are the daughters of decayed families, none others are admitted.” 

* The operation of such a pool is referred to previously, Pp. 75, Pp. 114. For 
further references, see page 115, note 1. 
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Beginning about 1895 or 1896, several manufacturers of cotton 
duck began to consider the feasibility of a combination of mills. 
The movement amounted to little, because of the jealousy among 
the manufacturers. In the autumn of 1898 the question of 
consolidation was again proposed. The earlier movement had 
been managed by the mill owners themselves, while this one 
was put forward by a New York promoter named John H. Parks. 
Back of him stood men associated with the J. Spencer Turner 
Company, a prominent commission house, and other New York 
capitalists. Parks came to Baltimore and easily interested 
nearly all the prominent duck manufacturers of the vicinity of 
Baltimore. 

The promoters even allowed each mill owner to fix his own 
money price for which he would dispose of his mill. In this way, 
the promoters secured options on a group of five mills in Balti- 
more County owned by the Hooper family, and a few smaller 
mills situated elsewhere. The price agreed upon with one manu- 
facturer was not known to the others. The largest producers 
of duck, however, the Cromwells who owned the Mount Vernon 
Mills, were skeptical of the whole consolidation, and demanded a 
fictitious price. After repeated conferences they agreed to dis- 
pose of their properties to the consolidation for a price known 
generally to be higher than that offered to the other operators. 
On July 1, 1899, the promoter entered into a preliminary arrange- 
ment with a syndicate managed by the Continental Trust Com- 
pany to which some of the manufacturers agreed to subscribe.! 
The details of this syndicate will be discussed later. 

With the Mount Vernon Mills, the promoters felt secure 
in the development of their plans, and about the middle of July, 
1899, it became generally rumored that the consolidation would 
succeed. The promoter, Parks, kept his name in the background, 


1 Among the Baltimore men whom Parks interested in the plan of consolidation 
was Henry A. Parr, a Baltimore grain merchant. He was a Director of the Conti- 
nental Trust Company, Baltimore, and in his zeal to secure business for his Trust 
Company he induced the promoters to offer the underwriting to the Continental 
Trust Company. The latter has sometimes been represented as the promoter. 
This is apparently false, as the project, — even to the financial plan, — was formu- 
lated by Parks and the mill owners before it was presented to the Trust Company. 
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but in the published announcement it was stated that, “ The 
Continental Trust Company of Baltimore is completing plans 
for the consolidation of 14 cotton duck mills, which it is claimed 
produce 90% of all the cotton duck made in the United States.” 4 
The consolidation was called the Mount Vernon-Woodberry 
Cotton Duck Company; and subsequently a charter was 
obtained from the state of Delaware. 

The mills of the Company had in active operation about 225,- 
ooo spindles, all engaged in the manufacture of medium and 
coarse duck. Of the fourteen mills, the four owned by the 
Mount Vernon Company were distinctly the best equipped and 
for them the promoters paid highest. The five Woodberry 
Mills, owned by William E. Hooper and Sons, were the next 
best and the lowest price was paid for them. The Tallassee 
Falls Manufacturing Company owned a large southern mill 
of 76,200 spindles. The Laurel Mill, a small one, had never paid 
and the owner ? had himself acquired it from the previous owners 
at one-fourth of its capital valuation. The Columbia Mills 
were of medium size, of thoroughly modern construction and in 
an excellent state of repair; they were sold to the Mount 
Vernon Company at approximately $80 a spindle, while they 
had cost less than one-half of this. The Greenwoods Com- 
pany * owned a mill at New Hartford, Connecticut, the only 
New England mill in the combination. It was controlled by 
the J. Spencer Turner Company, a large commission house, 
and was taken into the consolidation at an excessive figure, 
because of the close connection of the Turners. The small 


69 Chron. 129, July 15, 1899. Also see notices in trade journals as, 1899 
American Wool and Cotton Reporter, 974. Also alleged to the subscribers of the 
original syndicate. 

* David H. Carroll. 

* The statements in this paragraph covering the conditions and capacities of 
the constituent mills of the consolidation were made on the testimony of two mill 
owners familiar with the promotion. 

* The Greenwoods and Franklinville Mills were subsequently closed and dis- 
mantled. 

* In reference to the too liberal terms offered the Turners, the promoters alleged 
“The codperation of the Turners was of great importance to the Mount Vernon- 
Woodberry Cotton Duck Company as they or their friends owned or controlled 
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mill at F ranklinville, Maryland, was of insignificant importance. 
The following table gives a brief summary of the mills acquired 
by the Mount Vernon-Woodberry Cotton Duck Company : — 


Active Capacity 


Company Owners Mills (Spindles) Location 
Mount Vernon Co, Cromwells Mill No. x Baltimore, Md. 
Mill No. 3 55,100 Baltimore, Md. 
Druid Mill Baltimore, Md. 
Phoenix Mill 1,500 Baltimore Co., Md. 
Woodberry Manufac- Wm.E. Hooper Woodberry Baltimore, Md. 
turing Company and Sons Clipper Baltimore, Md. 
Meadow 38,272 Baltimore, Md. 
Park | Baltimore, Md. 
Mount Washington Baltimore, Md. 
Tallassee Falls Manu- Various Tallassee Mill 76,200 Tallassee, Ala. 
facturing Co. 
Laurel Mills Carroll Laurel Mill 8.056 Laurel, Md. 
Columbia Mills Oliver Columbia Mills 32,000 Columbia, S. C. 
Greenwoods Company Turners Greenwood Mill 12,000 New Hartford,Conn. 
Franklinville Mills Jones Franklinville Mill 1,500 Franklinville, Md. 
Motalispindles ee pies ieieaictonttcohio token Oren Mavs 227,028 


Both the Mount Vernon! and the Woodberry Companies had 
old, well established businesses with valuable trade-marks. 

In the printed announcement of the consolidation, as has been 
quoted, it was stated that the mills of the Company produced 
90% of all the duck made in the country.? This was undoubtedly 
an exaggeration. A more reasonable estimate would have 
placed their control of the medium and coarse ducks at between 
70% and 80%. If the fine ducks and drills were included in 
the estimate, their control of the entire industry was probably 
very much less. 

When we turn to the financial aspects of the promotion, we 
are confronted with a strange mixture of stupidity and com- 


the Tallassee Falls Manufacturing Company of Alabama and the Greenwoods 
Company of Connecticut... .” 

“The Turners individually subscribed large sums to the syndicate and through 
their friends procured other Jarge subscriptions thereto. . . .” 

The stockholders of the Turner Company (J. Spencer Turner, Thomas M. 
Turner, E. A. Brinckerhoff, and S. M. Lehman) subscribed to the underwriting 
syndicate ‘‘ to an aggregate in excess of $500,000.”” Whitridge et als. v. Mount 
Vernon Cotton Duck Co. et als., Circuit court of the United States for District of 
Maryland. Answer of defendents, filed 1909, pages 25, 26. 

1 The Mount Vernon Mills had been established in 1848. 

2 Page 338. 
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plexity. With the exception of certain small mortgages, the 
mills were free and clear of indebtedness. Upon them the 
promoters of the enterprise placed a first mortgage of $8,000,000 
under which bonds to the amount of $7,000,000, were immedi- 
ately issued. In addition to this, they added $6,000,000 of income 
bonds, secured by a second mortgage on all the fixed assets, 
and a direct lien on all the merchandise and quick assets. After 
these two issues of bonds, the Mount Vernon-Woodberry Cotton 
Duck Company created stock to the amount of $9,500,000. It 
is a universally recognized principle of finance in the textile 
industry that no permanent mortgage should be placed on a 
mill property, because mills are always borrowers of banks, in 
order to carry their heavy stocks of raw materifl and finished 
goods.! In other words, banks will loan to mills on better terms 
if all their tangible assets are freeand clear of underlying indebted- 
ness. In the face of this simple principle, the promoters of the 
cotton duck consolidation resorted to a heavy first mortgage, 
followed by a second mortgage which embraced every form of 
asset likely to come into the possession of the corporation. 
Income bonds have seldom been used in industrial promotions. 
Even income bonds of railroad corporations invariably owe their 
existence to periods of depression and reorganization. The 
financial plan of a cotton mill consolidation would be the least 
reasonable place to look for income bonds, and yet this is the 
only important instance where they appear among securities 
created at the time of an industrial promotion.? 

The money offered the owners of the separate mills was 
furnished by a syndicate managed by the Continental Trust Com- 


1 Previous reference to this principle in the case of the New England Cotton 
Yarn Company, p. 108. It appears, from what evidence the present writer can 
gather, that it had become the fashion in 1899 for Baltimore promotions to 
employ bonds, — and income bonds were very common. The responsibility for 
this wrong plan of capitalization rests squarely on the shoulders of the promoters 
and mill owners. 

* The report of the Reorganization Committee, S. Davies Warfield, Chairman, 
of the Mount Vernon-Woodberry Cotton Duck Company stated, ‘ The existence 
of the Income Bonds secured by mortgage on its property seriously impairs the 
credit of the Mount Vernon Company.” Plan prefixed to the Reorganization 
Agreement of May 8, 1905. 
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pany. The Parks syndicate bought the securities paying 
$11,275,000 in money for the $7,000,000 of first mortgage bonds, 
the $6,000,000 of income bonds and $3,250,000 in stock. In 
this computation it appears that the first mortgage bonds were 
valued at 924%, the income bonds at 80%, and the common 
stock was given as an extra bonus. The Trust Company was ap- 
pointed agent in the syndicate agreement to sell the first mort- 
gage bonds for par and the income bonds for 85 % any time before 
July 1, 1901, and the syndicate was to expire by limitation 
March 1, 1900. Many of the mill owners were subscribers to 
this syndicate, partially or wholly to the extent of the money 
to be paid them for their property.! 

After delivering the stocks and bonds to the syndicate manager 
the promoters had remaining in their hands $6,250,000. This 
was the promoters’ profit, after the initial expenses of organiza- 
tion had been met. The stock first sold for $30 a share, but this 
level was not long maintained. Considering the money value 
of the stock at least $25 a share, the promoters’ profit was approxi- 
mately $1,500,000.? 

The Parks syndicate acquired the mills for approximately 
$50 a spindle. Engineers have told the writer that at the time 


1 It appears that when Parks and his associates, the mill interests, presented 
the plan to the Continental Trust Company to secure their services, the promoters 
had arranged with the mill interests that some 60% to 70% of the requisite money 
should be subscribed by the mill owners. That is, it was agreed that the money 
which they should ostensibly receive for their mills would be immediately paid 
back into the syndicate, — they taking bonds and stock as any other of the under- 
writers. It appears that the remainder, about $4,000,000, was subscribed in cash 
by the public. The Continental Trust Company participated to the extent of 
approximately a half a million dollars and the Directors also subscribed on their 
own account. As in the majority of industrial underwritings organized in the 
period from 1897 to 1902, it was regarded as a privilege to be allowed to subscribe 
as the financial world anticipated an assured profit in every case. The subse- 
quent litigation over the income bonds shows that the Colonial (then the Real 
Estate) Trust Company subscribed to the extent of $112,750, and some of its 
Directors made personal subscriptions. 

2 This promoters’ bonus of common stock was divided among Parks, Parr 
and the various mill owners. Most of those who had received this common stock 
from the promotion fund were the active operators of the mills, and believed in 
the success of the consolidation. They not only kept, in the majority of cases, 
their original allotments, but purchased common stock on the market from their 
more skeptical associates. Their ultimate losses were considerable. 
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in question, 1899, fully equipped cotton duck mills of highest 
efficiency could be built for $45 a spindle.t_ Assuming the active 
capacity of all the mills in the Mount Vernon-Woodberry Cotton 
Duck Company as approximately 225,000 spindles, new and 
thoroughly equipped mills could then have been built for approxi- 
mately $10,000,000. The mills of the consolidation were cer- 
tainly not worth this, as many of them were old, and several 
were soon abandoned and subsequently dismantled. If we 
estimate their value at $7,000,000 our figure is probably too high 
rather than too low.2. The trade-marks were of very great 
value and certain small branch railroads belonging to the 
southern mills had a replacement value of $100,000 to $200,000. 
The village properties were worth, probably, at least $500,000, but 
the Tallassee Falls Mill had an underlying mortgage of $2 50,000. 
The net quick assets were largely, if not entirely, offset by loans 
and contingent liabilities. Taking into consideration all these 
various circumstances, it is perhaps fair to estimate the actual 
value of the entire property acquired by the Mount Vernon- 
Woodberry Company at $8,000,000. Against it, the promoters 


1 Readers accustomed to a capitalization of $16-$20 per spindle for medium and 
fine goods mills should remember that the machinery for the making of duck and 
coarse goods is heavy and costly. 

* It has been found very difficult to discover the exact money prices called 
for by the options on the mills. They were secret and only unreliable rumors 
were circulated. That they were excessive there is every reason to believe from 
the evidence available. 

Referring to the prices paid by the syndicate for one mill Judge Rose comments, 
“The mill in question for the six years preceding the organization of the Mt. 
Vernon never paid a dividend. One of three per cent was paid by it a few days 
after the Mt. Vernon was incorporated and a few days or a few weeks before it was 
transferred to the latter company. It cost the Mt. Vernon $237.50 for each $100 
share of its stock.” Whitridge v. Mt. Vernon. Opinion of District Judge Rose. 
(Opinion quoted in Baltimore Daily Record, January 14, 1914.) 

* This estimate of $8,000,000 has been checked by the two following lines of 
evidence, in addition to that used in the text. (1) An independent cotton duck 
manufacturer stated that the opinion of the trade in 1899 was to the effect that 
“all the assets ” acquired by the Company were worth just the $8,000,000 of first 
mortgage bonds.” (2) A manufacturer stated to the writer that he believed the 
total property of the Company to be worth $35 a spindle as a “ full value.” This 
was $7,875,000. 

Extravagant claims of replacement value were made, subsequently, by the 
management quoting the report of the Chartered Accountants, Barrow, Wade, 
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of the Company issued mortgages to the amount of $13,000,000 
and a total amount of securities equal to $22,500,000. The 
first mortgage bonds involved fixed charges to the amount of 
$350,000, or approximately $1.50 a spindle. The income bonds, 
if their interest warrants were regularly paid, required $300,000 
more. ‘The fixed and the contingent charges were, therefore, 
$650,000 or about $2.80 a spindle. Considering the earnings 
during the early part of 1899, when unusual prosperity prevailed 
throughout the textile industry, this fixed and contingent 
charge could not be looked upon as extravagant. In fact it 
developed later that in the first six months of 1899, the mills, as 
separate and competitive units, had earned $593,703,' or at the 
annual rate of over $1,100,000,2— equivalent to $5 a spindle. 
In the size of the consolidation, the approximate value of the 
mills and the earning power at the time of the promotion, it is 
apparent that the Mount Vernon-Woodberry Cotton Duck 
Company resembled in many respects the New England Cotton 
Yarn Company. 

The stock of the Company was not distributed until April, 
1900,’ and the bonds of both classes were pooled, so that it is 
difficult to determine even an approximate market value for 
the Company. When first quoted the stock had a steady 
market, with the price ranging in the neighborhood of $30 a 
share. Counting the bonds as worth the price at which they 
were obtained by the syndicate, a price by no means high con- 
Guthrie, and Company of New York: “ We certify that a safe and conservative 
estimate for the duplication of the several mill properties of the Mount Vernon- 
Woodberry Cotton Duck Company, to the best of our information and belief, is 
$12,000,000 and $1,000,000 for the replacement of the villages, etc.” 

See also latter part of note 2, p. 368. 

1 71 Chron. 345. 

2 The earnings immediately before the combination were relatively high. “ The 
reports of the experts averaging the net earnings for a number of years show, it is 
said, in addition to the interest on the above bonds, a dividend on the stock.’’ — 
69 Chron. 129, July 15, 1899. This would have indicated average earnings “‘ for a 
number of years” in excess of $650,000.a year. In all probability the aggregate 
earnings of the constituent mills were, at the time, well above this figure. 

3 “The Continental Trust Company is distributing the certificates of stock 
among the members of the underwriting syndicate, together with the 13 % dividends 
for the three months ended December 31.” 70 Chron. 689, April 7, 1900. 
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sidering the admirable showing made by the Company during 
its brief life, we may assume that the Mount Vernon-Woodberry 
Cotton Duck Company had a market valuation of approximately 
$13 ,000,000.! 

As soon as the Company had been organized Parks, the 
promoter, withdrew and Richard Cromwell of the Mt. Vernon 
assumed the presidency.2 S. Davies Warfield became the 
Chairman of the Board of Directors, and, from the first, directed 
the financial management of the Company. His position 
as President of the Continental Trust Company was one of 
prominence in Baltimore, but he had had no practical experience 
in the manufacture of textile fabrics, and knew little concerning 
the detailed administration of a cotton duck mill. 

The Mount Vernon-Woodberry Company was successful at 
first. At the stockholders’ meeting * of January 10, IgO0, a 
statement was submitted which “ showed net earnings for the 
four months ended December 30, 1899, of over $600,000. The 
Directors unanimously resolved to declare a quarterly dividend 
of 13%, payable March 1. The Company’s annual fixed charges 


* As the bonds of both classes were pooled it is impossible to determine their 
actual market value. The first reported quotations were not until June, 1902. 
At that time the First Mortgage Bonds had an initial price of 82 % and the Income 
Bonds, 47%. Prior to these quotations the Company had endured good and bad 
years, so they reflect but little what would have been the market value of the bonds 
two years before. 

® The following gentlemen constituted the first Board of Directors. The 
interests they represented are indicated for reference. Rich. Cromwell (Mt. 
Vernon); W. Kennedy Cromwell (Mt. Vernon); James E. Hooper (Woodberry); 
Theodore Hooper (Woodberry); David H. Carroll (Laurel); Andrew D. Jones 
(Franklinville); Charles K. Oliver (Columbia); Thomas M. Turner, and J. Spencer 
Turner (Selling Agents and Greenwood); Michael Jenkins (Mt. Vernon); E. A. 
Brinckerhoff (Turners); G. K. Sheridan (Selling Agents); F. T. Carpenter 
(Columbia); Henry A. Parr and S. Davies Warfield (Continental Trust Co) 
S. M. Lehman (Bankers); W. K. Boone (Mt. Vernon). 

* The stock had not been distributed by the underwriting syndicate, so the 
meeting was little more than a conference of the directors and underwriters. It 
had been proposed not to dissolve the underwriting syndicate until March I, 1900. 

* In the United States Cotton Duck Company purchase money syndicate agree- 
ment it was stated to be $609,433.72. Syndicate Agreement of May I, IQor. 
Subsequent developments indicated that this amount was probably excessive. The 
authority for this statement was derived from a letter from Barrow, Wade, Guthrie 
and Co., dated February 18, 1900, 
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amount to $350,000, being 5% on its $7,000,000 first mortgage 
bonds. The Directors voted to set aside $100,000, being four 
months’ interest at 5% on the $6,000,000 income bonds. The 
Company’s officials calculated that, taking the last four months 
as a basis of operation for the year, after paying the annual 
fixed charges, and the interest on the income bonds, $650,000, 
there will be $1,150,000 applicable to the stock or surplus account. 
The capital stock is $9,500,000 and the dividend just declared 
is on the basis of 6% per annum.”’!~ The Company was, at the 
time, making manufacturing profits at the rate of $1,800,000 
a year, —at the rate of 22% on the invested capital. At the 
meeting of the Board of Directors, on August 15, 1900, a report 
was presented for the first half of the calendar year. Net 
manufacturing profits were shown to be in excess of $750,000, 
or at the rateof $1,500,000 a year. The Company had not quite 
earned $1,800,000, as the Directors had been led to prophesy 
six months before, but the earnings were fully as encouraging 
as the most optimistic of promoters could have hoped. After 
the payment of interest charges on both classes of bonds, and 2% 
as a semi-annual dividend on the stock, the Company carried 
forward a balance to surplus account of $244,380, or nearly one- 
third the net manufacturing profit.’ 

The earnings of the cotton duck consolidation during the 
second half year of 1900 were poor compared to those of the 
previous period. It is undoubtedly true that the period of 
pronounced activity and liberal earnings, in the midst of which 
the Company was promoted, and which extended over the first 
year of its history, was largely due to the business activity 
“consequent upon the Spanish American War.’’* And, more- 

1 1900 American Wool and Colton Reporter, 74. Also quoted in part 70 Chron. 
127, January 20, 1900. 

During this period the stock was still held by the syndicate and the bonds had. 


been pooled with the Continental Trust Company. 

2 For detailed summary of earnings of Mount Vernon-Woodberry Cotton Duck 
Company, see page 377. 

2 This idea was very succinctly expressed by the Reorganization Committee 
(S. Davies Warfield, Chairman) of the Mt. Vernon-Woodberry Cotton Duck Com- 
pany. “ During the early period of the existence of the Mt. Vernon Company the 
profits were unusually large, presumably caused by the demand for the product 
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over, it is doubtful whether the earnings were as liberal as the 
published statements seemed to indicate. During subsequent 
litigation independent auditors, taking into consideration 
decreases in the value of inventories, and depreciation of the 
plants, estimated the net earnings of the calendar year 1900 to 
be $603,673,! instead of $1,103,673 7 as the Directors believed. 
At all events, with the spring of 1901 the management of the 
Mount Vernon-Woodberry Cotton Duck Company faced condi- 
tions of extreme seriousness. Not only were the earnings of the 
Company falling with increasing rapidity, but the entire market 
for the Company’s fabrics threatened to become demoralized. 
The suddenness of the depression was as alarming as its rigor. 
During the last six months of 1900, the net manufacturing 
profit was over $350,000; during the first six months of 1go1, the 
business was conducted with a manufacturing deficit of $200,000 
and a net deficit, after charges were paid, of $375,000. The 
difference in profit and loss for the closing period of 1900 and 
the opening period of 1901 was over $550,000. Only the year 
before the manufacturing profit was estimated at the rate of 
over $1,500,000 a year. A very large part of this loss was to be 
explained by the fact that the President, — who controlled 
absolutely all phases of the mill operation, — had made un- 
wise speculations in cotton. A steady and substantial rise 
in the price of the raw staple confronted him with his con- 
tracts uncovered. Few instances exist of more abrupt and 
pronounced fluctuations in the earnings of a large industrial 
enterprise.‘ 


consequent upon the Spanish-American War.”’ Plan prefixed to the Reorganiza- 
tion Agreement of May 8, 1905. 

* Merchants Trust Company of New York v. Continental Trust Company of 
Baltimore. Bill of Complaint, Section 25. (U.S. District Court, Southern Dis- 
trict of New York; Bill of Complaint filed September 1, 1904.) 

* The earnings published at the time were slightly in excess of this figure (page 
377): 

5 These figures were never published. They are deduced from evidence stated 
in one of the later plans of reorganization. For further discussion see footnote 2, 
page 377. 

* The nearest approach is probably the abrupt fluctuations in the net earnings 
of the railroad equipment companies. 
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The condition confronting the Mount Vernon-Woodberry 
Cotton Duck Company was not, however, generally known 
in the spring of 1901, although it was rumored that the con- 
spicuous success of the first year was not maintained! Any 
falling off of earnings could be explained by the general trade 
conditions throughout the whole textile industry, conditions 
by no means as encouraging as those prevailing during the two 
preceding years. But the management of the Company saw 
clearly, there is every evidence to believe, that two things were 
imperatively necessary in order to restore the previous success, — 
a recasting of the financial structure of the Company, and an 
extension of its influence over a wider sphere of the industry.’ 
These ends were to be accomplished by a reorganization which 
involved the merging of the mills already controlled with those 
of certain competitors, an extension of the means for the distribu- 
tion of the products of the consolidation, the ultimate extinction 
of the income bonds of the Mount Vernon Company, and the 
coalition of all interests in a new corporation, with a simpler 
financial plan. The reorganization was partially successful 
in the first two objects, but failed in the last two. 

The most important of the new mills the management pro- 
posed to acquire was the Stark group in Manchester, New 
Hampshire.* They manufactured a medium grade of fabrics 

1 The general feeling of skepticism is shown by the fact that the stock, which 
had an initial quotation of $30 a share, June, 1900, had declined to $21 a share by 
January, igor, in spite of the very favorable statements. 

2 Competition had been stimulated by the success of the combination. The 
Stark Mills at Manchester, New Hampshire, — presently referred to in the text, 
— were gradually shifting over from tent and the finer grades of duck to the coarser 
grades manufactured by the Mount Vernon-Woodberry Company. A similar 
change was contemplated, — and partially effected, — at Wellington, Sears and 
Company’s West Point, Georgia, mills. A similar tendency was apparent among 
some of the smaller mills. 

3 Six mills made up of eleven buildings from three to six stories high. Total 
active capacity about 80,000 spindles of which about a third were mules. Power, 
steam, 2,200 h. p. and valuable water rights on Merrimac River with 1,800 h. p. 


developed. 

A somewhat doubtful attitude was expressed by one of the textile journals at a 
later date. ‘The Stark Mills of Manchester, New Hampshire, which is an exten- 
sive water-driven property, organized in 1832, and which, at the time of its acquisi- 
tion by the Consolidated Cotton Duck Company, was an inefficient property, due 
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under the well-known Stark trade-mark. Through the excellent 
management of Mr. T. Jefferson Coolidge, the mills had been 
profitable, and a liberal surplus had been laid aside. The capital 
stock amounted to $1,250,000 in shares of $1,000 each. During 
the preceding years, 6% in dividends had been paid, and the 
market price had ranged from $850 a share in 1898, to $975 in 
March, 1901; it had not been above $1,000. To acquire this 
property, the management of the Mount Vernon-Woodberry 
Company authorized Kidder, Peabody and Company, of Boston, 
to purchase the stock for $1,500 a share.!. The offer was imme- 
diately accepted by practically all the stockholders. The cost 
to the new Company was, including the commission, approxi- 
mately $1,900,000.2 In addition the management acquired 
outright two smaller mills of 5,000 and 10,000 spindles at La 
Grange and Hogansville, Georgia. It also entered into a 
contract with the owners of a group of mills at West Point, 
Georgia, known as the Boynton group,‘ to operate the mills 
until January 1, 1903, with the privilege of purchase. A dividend 


to the antiquated machinery it contained and because it did not represent a well- 
balanced producing unit for the various classes of goods produced by it. It at that 
time boasted 81,000 spindles, of which about 2 5,000 were mule.” (1913 Am. Wool 
and Cotton Reporter, 802.) The operation of so large a proportion of mule spindles, 
on the type of yarn used by the cotton duck consolidation, was at the time inexpe- 
dient and grew more so as the machinery became relatively more antiquated and 
the cost of labor higher. 

' Letter sent to stockholders of the Stark Company, under date of May 10, 
tgor. It was stated that T. Jefferson Coolidge advised the stockholders to accept 
the offer. 72 Chron. o40. 

? The machinery of the mill was in poor condition. Considering the size, up- 
wards of 80,000 spindles and the water privilege, it was probably worth about 
$16 a spindle or $1,280,000. The Stark trade-mark was, however, very valuable. 

* Although these mills were small, their management was strong. They were 
acquired largely to stop competition. 

‘ The West Point Manufacturing Company, 

The Riverdale Cotton Mills, 
The Lanette Bleachery and Dye Works, 
All at West Point, Georgia. 

The West Point mills had previously manufactured a class of goods not similar 
to that made by the Mount Vernon-Woodberry Company, but, stimulated by the 
success of the latter, Wellington, Sears & Company, who managed the properties, 


were gradually shifting on to duck. By the terms of the option, they agreed not 
to increase the looms working on duck. 
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of 10% or $95,000 was guaranteed on the stock of the mills.! 
Besides acquiring these mills, the management was able to arrange 
a contract with a new selling agent, Wellington, Sears and Com- 
pany of Boston,? who, with the J. Spencer Turner Company, 
and Catlin and Company, undertook to dispose of the entire 
output of the consolidation. In addition to the extension of the 
selling agencies, commissions were reduced from SU 10 3%. 

In order to obtain the money requisite to pay for the new 
mills and to organize the new Company, the Continental Trust 
Company of Baltimore, which had managed the previous syndi- 
cates, formed a new syndicate, with itself as manager, to furnish 
$2,945,000, in money ‘ in return for $3,100,000 in the preferred 
stock and $1,550,000 in the common stock of the new consoli- 
dated Company. The Continental Trust Company received a 
commission of 1% on the par value of the stock sold for the 
account of the syndicate, and reserved for itself the right of par- 


* It developed later that $75,000 was set aside from the money received by the 
underwriting syndicate as a reserve against the guarantee. Merchants Trust 
Company v. Continental Trust Company, Bill of Complaint, section 27. 

The West Point mills had previously paid 8%. The additional 2% was the 
inducement offered the stockholders to consent to the agreement. 

? Wellington, Sears and Company handled independently the products of the 
West Point mills not competing with those of the Mount Vernon-Woodberry 
mills. ; 

’ “Under the plan for acquiring and operating the above properties, sales 
agents’ commissions will be reduced from 5 % to 3 % with the usual guarantees and 
in addition to the agencies through which the Mount Vernon-Woodberry Cotton 
Duck Company have placed its goods, the well-known commission house of Well- 
ington, Sears and Company (Successors to N. Boynton & Co., Boston, Mass.) will 
handle, together with the other agents, the products of the mills.” Syndicate 
Agreement, May 1, 1go1. 

4 The distribution of the money was to be probably approximately as follows. 
As only $2,750,000 of the preferred stock was issued it is presumed that some- 
thing like $250,000 less money was obtained. That being the case some of these 
items were actually somewhat less. Some of the common stock not accounted 
for in the table, page 353, was also issued in acquiring the mills. 


DBLArks Nill siatis DSO MISHATe ca hain levees eet atatet ool a Es cele $1,875,000 
Expenses and Commission in connection with purchase of Stark Com- 

INTL SYS FOC Kamm neeR tne I Hole la anki f-au' sis) Melig ole ofileys. dies Sra scabasevel dade 25,000 
Purchase of La Grange and Hogansville mills ...................0005- 800,000 (?) 
OAT ANC CE COMMER ta Ee Oli ts 1115 sete cuelelateoirtiasre Sais iby sevice evels,e18 5916.60. 5/5 : 75,000 
ANCIGENEHLELDONSES ETAT vist shoeteP eis cute ted acti ates assed si gheee dae 120,000 


$2,945,000 
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ticipation.! In addition to the formation of the syndicate, the 
Continental Trust Company issued a circular * on June 19, 1901, 
to the members of the Mount Vernon-Woodberry First Mort- 
gage and Income Bond syndicate, asking to have the pool 
extended to Janaury 1, 1902. It would otherwise have ter- 
minated July 1, 1901. By the terms of the extension, the mana- 
gers were empowered to either sell the bonds or exchange them 
into the preferred stock of the new Company. ‘The first mort- 
gage bonds were to be exchanged at par, and the income bonds 
at 833% of their par value,’ into 6% preferred stock of the new 
company. ‘The stockholders of the Mount Vernon-Woodberry 
Company were offered the privilege of changing their stock 
into the common stock of the new company at 663% of its par 
value. 


1 The representations upon which the Continental Trust Company of Baltimore 
solicited participation in the syndicate were subsequently the subject of litigation. 
Two New York banks, — the Merchants Trust Company and the Central National 
Bank, — subscribed to the syndicate to the amount of $300,000. They refused to 
accept the losses and sued the Continental Trust Company in the United States 
District Court. Two individuals representing claims of $30,000 also participated. 
In the bills of complaint, filed Sept. 1, 1904, in the Southern District of New York, 
the plaintiffs alleged that they had been led into making the subscriptions to the 
syndicate by fraud and misstatements contained in the circular of May 1, 1901. 
It was alleged that the mills were not worth what they were represented to be, 
were not earning what had been stated, that certain pertinent facts, — for example, 
a floating debt of $1,000,000 and the underlying mortgages on certain of the mills, 
— were not stated; and that the Continental Trust Company through the owner- 
ship of $1,000,000 of income bonds was especially favored by the terms of exchange 
into the new securities. These and other allegations were denied by the Continen- 
tal Trust Company in its answer filed October 1, 1904. The causes never came 
into court. At first the Continental Trust Company offered to settle for 60 % of 
the claims. This the plaintiffs refused. Subsequently, at the time of the next 
reorganization, Samuel Untermyer, as attorney for the Reorganization Committee, 
agreed to pay the plaintiffs 833 % of their claims, or $275,000, and $25,000 for 
attorney’s fees. The assignees for one of these claims, — who had bought it from 
one of the banks undergoing liquidation as a speculation, — refused to pay 
the attorneys for the plaintiff the proportionate fee. A referee was appointed. 
The information he gathered forms the authority for the statements made here. 
A brief statement of answer of defendant in XXIX Cordage Trade Journal, 100. 

? Detailed account in New York Commercial, June 19, 1901, also 72 Chron. 
1241, June 22, 1go1. 

* Syndicate agreement of May 1, 1901. Also summarized in 72 Chron. 1038, 
May 25, 1901. 
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On June 4, 1901, the United States Cotton Duck Corporation 
was incorporated under New Jersey laws. The capitalization 
was $50,000,000, divided equally into 6% cumulative preferred 
stock and common stock. It was the purpose of the manage- 
ment to acquire the bonds and stock of the old Mount Vernon- 
Woodberry Company, and to operate all the mills under one 
organization. The plan was excellently conceived. With the 
exception of the liberal issue of common stock, it was conserva- 
tive. The only objection, from the point of view of fairness, 
was to the large proportion of stock allotted to the income bond- 
holders, as compared with the first mortgage bondholders.1_ How- 
ever, had the plan succeeded it would have extinguished the two 
classes of bonds, and put an end, once for all, to the confusion 
of corporations and securities, the hopeless tangle of values and 
responsibilities, which followed the history of the combination. 
But the plan failed in the most essential part, the elimination 
of the two classes of bonds. The members of the bond syndicate 
were given the privilege of withholding their bonds, and not 
exchanging them into new preferred stock. So many members 
refused to make the exchange? that it was decided to forego that 


1 This point called for condemnation in a number of directions, but since both 
classes of bonds were pooled by the same syndicate, it is difficult to see an advantage 
to any party in any apparent partiality. An advantage to the Continental Trust 
Company was alleged by the plaintiff in the Merchant Trust Company suits on 
the ground that $1,000,000 of the $6,000,000 were held in the interest of the Con- 
tinental Trust Company. This was denied by the Continental Trust Company in 
its answer. 

The exchange ratio of the income bonds was 833 % of that allowed the first 
mortgage bonds. There were no market quotations. The first market quotation 
was June, 1902, — first mortgage bonds $820 and income bonds $470 per $1,000 
bond. Ratio 57%. The average price of the first mortgage bonds during 1902, 
1903, and 1904 was $710 and that of the income bonds $256 per $1,000 bond. 
Ratio, 36 %. 

2 A committee of the income bondholders later stated that, ‘“‘ The holders of a 
majority of the securities, stock and bonds of the Woodberry Company were un- 
willing to make such exchange or accede to such a plan, believing that the valuation 
proposed to be placed upon the new properties, consisting of the three mills afore- 
said, was excessive and unfair to the security holders of the Woodberry Company.” 
Whitridge et als. v. Mount Vernon-Woodberry Cotton Duck Company ef als. Bill 
of Complaint, page 7. 

It appears from substantial evidence that a large proportion of the first mort- 
gage bonds were still held by the original mill owners who had acquired them at 
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part of the reorganization and permit the Mount Vernon-Wood- 
berry Company to maintain a separate existence with both the 
classes of bonds outstanding. Accordingly, on February 8, 1902, 
the stockholders consented to a reduction of the United States 
Cotton Duck Corporation’s capitalization to $30,000,000, half 
preferred and half common stock. There had been issued in 
acquiring the new mills $2,750,000 of the $3,100,000 of the pre- 
ferred stock, and it was proposed to issue to the holders of the 
Mount Vernon-Woodberry Company’s common stock, to the 
syndicate, and to certain other parties approximately $10,000,000 
of the common stock. These amounts remained the issued 
capitalization of the Company. The details of the reorganization 
are clear from the table on the following page. As finally 
accomplished, both issues of bonds remained undisturbed, and 
the consolidated company had besides assumed $165,000 in 
annual contingent charges on behalf of its new properties. 

One result of the reorganization was the entrance of new in- 
fluences into the directorate, and the establishment of a more 
extensive system of distributing the product. Before this, there 
was only one New England man in the management, but at this 
time, both William H. Wellington, and Horace S. Sears of Wel- 
lington, Sears & Company became members of the Board of 
Directors, and the former a Vice-President. A few months later, 
November, 1901, Trenor L. Park, senior member of the large 
commission house of Catlin and Company, became President, 
Richard Cromwell having withdrawn. It was believed that a 
man “from the outside,” with a large business experience, 
would be in a position to manage the administration of the cor- 
poration with the least internal friction, and to the advantage 
of all interests." 


the time the Mount Vernon-Woodberry Company was formed. As they still 
retained the active management of the mills it was impossible for the financial 
management to carry through a policy to which they were opposed. They opposed 
any move which appeared to jeopardize the interests of the first mortgage bond 
holders. 

* There was much dissension among the old mill owners, who dominated the 
Board of Directors. Cromwell was severely criticised, especially for his adminis- 
tration of the purchases of raw cotton. 
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The United States Cotton Duck Corporation, however, was not 
prosperous. Conceived in 1901, when the textile business in 
general underwent a severe relapse from the marked activity 
of 1899 and 1900, the new corporation had to bear the burden 
of increased charges when conditions in the industry were 
unsettled. The disastrous results of the first half year of 1901, 
while the reorganization was being discussed, have been already 
described. Fortunately the business for the last half of the 
year gave a better result, so that for the year as a whole, there 
was some manufacturing profit. Yet after payment of the inter- 
est on the Mount Vernon-Woodberry Company’s first mortgage 
bonds, the Company’s books showed a net deficit of over $350,- 
ooo. Asa result of these unfortunate conditions, the Board of 
Directors decided not to pay the interest on the income bonds 
of the Mount Vernon-Woodberry Company, “ because of the 
magnitude of the Company’s business and the number of items 
which might suffer a depreciation equal to the profits as shown 
by the statement.” * During the first half year of the United 
States Cotton Duck Corporation’s existence, June to December, 
1901, its own mills, acquired at an expenditure of $2,750,000 of 
preferred stock, and over $1,500,000 of common stock, showed 
earnings of $106,444,° or slightly in excess of the amount required 
for the preferred stock dividend. In reference to the unsatis- 
factory results of the year, the management stated, “‘ The last 
year (1901) was perhaps the most unsatisfactory year the cotton 
manufacturing concerns have experienced since 1884.” 4 Mean- 
while, the market price of the United States Cotton Duck Cor- 
poration’s common stock sank in February, 1902, to $16 a share, 
exactly one-half what it had been at the time of incorporation, 
ten months before. 

During the calendar year of 1902, the earnings of the two 
companies were better than those of the preceding year. The 
earnings for the first six months enabled the Mount Vernon- 


* For detailed statement of earnings of the Mount Vernon-Woodberry Com- 
pany, see page 377. 

2 74 Chron. 385, February 15, 1902. 

3 Ibid. 

* Tbid. 
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Woodberry Company to resume the payment of the interest 
on its income bonds, and to carry a small amount to surplus.! The 
United States Cotton Duck Corporation paid, too, a dividend 
of 3% on its preferred stock. Nothing, however, was charged 
to depreciation, although a few months later several mills were 
closed down, and subsequently abandoned, because their opera- 
tion involved extensive repairs.2. During the second six months 
of 1902, the companies were less successful than in the previous 
half year,’ and the Directors passed the semi-annual interest on 
the income bonds of the Mount Vernon-Woodberry Company 
again.‘ This precipitated a further decline in market prices 
of the securities, and more or less open attacks on the manage- 
ment. At this juncture, the President retired,’ and Charles K. 
Oliver assumed the position. The latter gave out for quotation, 
“IT propose to manage the affairs of the corporation without 
reference to what may be the general market condition regarding 
the securities of the corporation.” ® But the earnings of the 
Company were not resuscitated and by the middle of 1903, 
the income bonds of the Mount Vernon-Woodberry Company 
had a nominal market price of 145 %, —$145 for a $1,000 bond, — 
and the common stock of the United States Cotton Duck Cor- 
poration was nominally bid for at $1 a share.? It was now 
quite clear to all’concerned with the Company’s business, that 
the cotton duck consolidation was not a successful enterprise.® 


1 75 Chron. 247, August 2, 1902. 

2 Beginning with closure of the old Greenwoods (J. Spencer Turner) Mill at 
New Hartford, Conn., on September 1, 1902. 75 Chron. 294. 

3 For detailed statement of earnings, see p. 377. 

At the time of the United States Cotton Duck syndicate an option was obtained 
on the stock of the West Point Manufacturing Company. Owing to lack of money 
this option was not exercised and the West Point mills became competitive. 

4 76 Chron. 439. 

5 46 Chron. 216. The President’s retirement was said to come “ because of the 
pressure of other duties.” 

6 76 Chron. 434. 

7 During the latter part of 1903, nominal quotation, bid $1 a share, asked $2 
a share. 

8 Stated, for example, in contemporary comment, — “ The management of the 
Mount Vernon-Woodberry Cotton Duck Company for some reasons, not disclosed, 
has not been successful.’”? Hambleton & Company, market letter, July 11, 1903. 
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The first reorganization, conceived to extend the control of the 
Company and to simplify its fimancial structure, had been 
successful in the former purpose, but greater control did not 
inhibit competition, nor maintain prices on an evenly remunera- 
tive basis. On the contrary, the formation of the United States 
Cotton Duck Corporation served, apparently, to stimulate com- 
petition along new lines, and to render even more complicated 
the already complex financial organization of the consolida- 
tion. Instead of expansion, the remedy must lie in contrac- 
tion; instead of the expenditure of more money in acquiring 
competitive interests, new working capital must be furnished 
in order to facilitate the conduct of the present business; 
instead of the variety of securities, necessitated by the legal 
separation of one company from the other, greater unity must be 
secured. These were the reflections of a number of men inter- 
ested in the welfare of the consolidation. To accomplish them, 
four distinct plans of reorganization were successively tried. 
The first plan was a failure, because of the unwillingness of the 
stockholders to suffer an assessment. The other three led to 
three separate reorganizations, — that of 1905, of rg10 and 1913. 
It is the purpose of the present chapter to discuss the circum- 
stances leading up to and following the reorganization of 1905. 
The last two reorganizations, being perhaps the most complex in 
industrial financial history, will be reserved for the succeeding 
chapter. 

Early in the spring of 1903, at the time the Directors passed 
the interest on the income bonds, the report was circulated that 
some effort would be made to simplify the finances of the two 
companies. Early in May, 1903, it was definitely stated 
that the Directors contemplated merging them and retiring the 
income bonds of the Mount Vernon Company by a new and 
smaller issue which should cover the entire property of the con- 
solidation.! In furtherance of this purpose, a Committee was 
selected, of which S. Davies Warfield was Chairman ? to “ pro- 


1 See reference to forthcoming plan of reorganization in 76 Chron. 977, May 2, 
1903. 

2 This committee was called the “‘ Readjustment Managers.” Besides Mr. 
Warfield, there were Messrs. J. W. Middendorf, a banker who had had financial 
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pose and issue plans looking to a more complete merger of 
the interests of the United States Corporation with the Mount 
Vernon-Woodberry Company on terms fair to both, and to pro- 
vide additional working capital for the combined companies.’ ! 
Members of the Committee informally suggested that this 
might be accomplished by the retirement of the two issues of 
old bonds and the preferred stock, and the issuance of new bonds 
and stocks covering the entire assets of the two companies. 
As much turned upon the treatment of the income bonds of the 
Mount Vernon-Woodberry Company, then quoted at approxi- 
mately 18%, — $180 for a $1,000 bond, — a protective committee 
of five Baltimore bankers was selected by some of the large 
holders.? 

Early in June, 1903, the first plan of reorganization was an- 
nounced. It contemplated the formation of a new corporation 
with $7,500,000 of first preferred stock, $12,500,000 of second 
preferred and $10,000,000 of common stock.’ This plan was only 
tentative, however. By the last of the month the final plan 
was announced. From the preamble of the circular sent out 
by the Readjustment Managers, it is clear that the men had 
most conspicuously in mind the improvement in the market 
value of the securities of the two companies. Four features 
considered essential to a successful plan were briefly defined. 
Two of these referred to an enhancement in the market of the 
securities, and the other two involved the formation of a new 
company, and the increase in its working capital. As the plan 
was not consummated, its details need detain us but a moment. 


experience in the affairs of the Seaboard Air Line, Gustavus Ober and H. A. Orrick, 
brokers, and Thos. M. Turner, one of the selling agents. These gentlemen, like 
most who guided the affairs of the duck consolidation, knew, with the exception of 
Mr. Turner, nothing about the duck business. Their interest was in the market 
for its securities. 

176 Chron. 10809. 

2 J. Wilcox Brown (Pres., Maryland Trust Company), J. H. Ferguson (Pres., 
Colonial Trust Company), Douglas H. Gordon (Pres., International Trust Com- 
pany), Jesse Hills (coal dealer), and Douglas H. Thomas (Pres., Merchants National 
Bank). 

3 Brief summary in 76 Chron. 1253, June 6, 1903. 

4 Readjustment plan (June, 1903), page 1, lines 13 f. 
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The Mount Vernon-Woodberry Company was to be merged 
with the United States Cotton Duck Corporation, which was to 
issue a blanket mortgage for $14,000,000 of which $8,000,000 of 
bonds was to be reserved in order to retire the Mount Vernon- 
Woodberry Company’s First Mortgage bonds. The income 
bondholders were required to buy these bonds to the extent of 
25% of their holdings, in consideration of which they were to 
secure 5% new cumulative preferred stock to the full extent of 
their holdings. The holders of United States Cotton Duck 
Corporation’s preferred stock were allowed the new bonds to the 
par value of their stock, and the holders of the common stock were 
allowed new 6% non-cumulative second preferred stock to 
the extent of 60% of their holdings, and 40% in common stock, 
provided they bought new bonds to the extent of 5% of their 
stock. The proposed distribution can be most readily inter- 
preted from the table given on the next page. It left the total 
amount of securities about the same, but involved the invest- 
ment of new capital to the extent of $2,000,000. It was far 
from conservative at best. On the second page of the Read- 
justment Managers’ circular, all the mills are stated to be worth 
$17,000,000. As the Mount Vernon-Woodberry group was 
valued in this estimate at $14,250,000, the larger figure is ob- 
viously excessive. Taking it, however, as a basis, and adding 
the $2,000,000 in money, we may conclude that the Directors 
valued the property back of the securities of the new company 
at $19,000,000. Against this they proposed to issue over $20,- 
000,000 of securities carrying fixed charges of $583,000 and 
total charges of over $1,100,000 a year. The gross manufactur- 
ing profit of the preceding year had amounted to a little over 
$1,000,000, and this estimate was subsequently scaled down by 
independent auditors to $970,000.1 But out of this amount, 
$217,000 was paid in interest on the floating debt, $79,000 for 
repairs, and other legitimate charges to earnings reduced the 
total amount available for interest charges to only $515,417. 
Subsequent disclosures indicated that there had been inadequate 
charges to depreciation. 


* Audit Company of N. Y., $970,337.84. 
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Immediately after the plan was announced, a strong opposition 
arose among the income bondholders.!_ This was backed by the 
sentiment among Baltimore bankers, who generally regarded 
the plan as a means of strengthening the security of the Mount 
Vernon-Woodberry first mortgage bonds, by compelling the 
holders of the junior liens to furnish new working capital. The in- 
come bondholders themselves demanded to know how the new 
money was to be employed and suggested, at the same time, 
that what the Company most needed was an entire change of 
management.? Independent auditors were selected to go over 
the books of the two companies, and their report was not as 
favorable as the statements of the company. Confronted 
with adverse criticism, the Readjustment Managers with- 
drew their plan, and announced in the press advertisements 
that “this time is not deemed advisable to make operative 
any plan which contemplates an assessment on the security 
holders.” 3 

During the years 1903 and 1904, there were few significant 
changes in the affairs of the two cotton duck companies. Practi- 
cally no charges were made to depreciation, although the policy 
was not so suicidal as might be supposed, on account of the heavy 
structure of the cotton duck machinery. During that time, the 
earnings steadily decreased, and the first mortgage bonds of 
the Mount Vernon-Woodberry Company, the premier security 
of the whole consolidation, reached a low record of 59% in the 
middle of 1904. The common stock of the United States Cotton 
Duck Corporation continued to have a nominal quotation of 
$1 a share. Throughout this period, until 1905, absolutely 
nothing was charged to depreciation.® 


* Expressed by the income bondholders’ committee especially referred to in notes 
on page 357. 

* A good summary of the prevailing sentiment is found in Hambleton & Gos 
market letters of July, 1903. Comments in the local Baltimore newspapers show 
the dissatisfaction. 

3 77 Chron. 1750, November 7, 1903. 

4 See details of earnings, p. 377. 

® The absence of depreciation charges directly stated by the Mount Vernon 
management. Whitridge v. Mount Vernon Company. Answer of the Mount 
Vernon Company, page 36. See further page 372, note 1. 
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Early in 1905, the hope for a successful plan of adjustment 
was again advanced. Other men had meanwhile entered 
the management! and all interests concerned codperated in a 
committee formed to devise plans for the rehabilitation of the 
consolidation.2 On May 8, 1905, this Committee announced its 
plan of reorganization with the comment: “ We are convinced 
that satisfactory results can only be obtained if the securities 
be readjusted to a more conservative basis.” This plan, for- 
mulated with the consent of representatives of all interests, was 
immediately successful. 

The Consolidated Cotton Duck Company was incorporated 
under the laws of Delaware, with a capital of $6,000,000 of 6% 
cumulative preferred stock, and $7,000,000 common stock. 
The Mount Vernon-Woodberry Company’s first mortgage 
bonds were allowed to remain undisturbed. All other securities, 
except the stock of the Mount Vernon-Woodberry Company, 
which was practically * all owned by the United States Com- 
pany, were exchanged for the new stocks of the Consolidated 
Cotton Duck Company. The crux of the reorganization was 
the exchange of the old income bonds into new preferred stock, 
and the fact that over 90% of the holders of the income bonds 
consented to such a change determined the success of the plan 
of reorganization. At the same time, the stockholders in 
the old United States Cotton Duck Corporation consented to 
take the securities of the new corporation, so that the United 
States Company passed out of existence as a separate corpora- 
tion. Henceforth there remained only the underlying first 
mortgage bonds of the Mount Vernon-Woodberry Company, 
and the preferred and common stocks of the Consoliddted Cotton 
Duck Company. ‘The latter existed as a holding company for 

1 Annual meeting, February 18, 1905. W.A. Marburg (tobacco), W. H. Graf- 


flin (fertilizers), C. K. Lord (coal), E. L. Bartlett (iron tanks). 
2 The committee consisted of S. Davies Warfield, Chairman — 


Douglas H. Thomas G. C. Goodrich Edward H. Thomson 
Geo. K. McGaw S. S. McKim Elbert A. Brinckerhoff 
John E. Borne Harry A. Orrick Arthur Lehman 


3 90,318 shares out of 95,000. Plan and agreement of May 8, 1905, p. 2. The 
holdings by the Consolidated had increased to 94,868 shares December 31, 1910. 
1910, International Cotton Mills Corp. Rep. 14. 
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the Mount Vernon-Woodberry stock, and an operating company 
for the mills of the old United States Cotton Duck Corporation. 
The distribution of securities in the reorganization may be seen 
from the table given on the previous page.! 

The reorganization brought about no improvement in the 
underlying bonds or the fixed charges. In attempting the 
previous unsuccessful reorganization, the management had 
found it impossible to induce the holders of the first mortgage 
bonds of the Mount Vernon-Woodberry Company to refund 
their lien into stock, and no similar attempt was made at this 
time. The permanence of the large debt was, obviously, the 
weakest point in the entire reorganization. As a whole it 
accomplished little, except the extinction of the income bonds 
with their anomalous standing. They had been a financial 
blunder in the first place. Since their issue, they had proved 
a constant source of annoyance, both to the corporation? and the 
investing public, for through their nominal lien on the fluid 
assets of the cotton company, they had greatly disturbed its 
facilities for obtaining bank credits. The reorganization was 
expensive, and was accomplished only with the settlement of 
the old United States Cotton Duck syndicate litigation, at a 
direct expense of $310,000. The interest charges remained the 
same, although ‘the entire volume of securities was somewhat 


1 Details taken from Plan and Agreement for the acquisition by the Consoll- 
dated Cotton Duck Company of securities of the Mount Vernon-Woodberry 
Cotton Duck Company and the United States Cotton Duck Corporation. Dated 
May 8, 1905. 

2 Owing to the fact that the income bonds made no provisions for allowing de- 
preciation out of net earnings, — a blunder which was inexcusable on the part of 
the men who passed on the wording of the income bonds, — the Company was 
continuously harassed by the divergence between its own welfare and the demands 
of the income bondholders. For example the Mount Vernon Company admitted 
that it paid for its additions and betterments “ not out of its net revenues, but from 
its original, so called quick assets, or working capital.”” (Whitridge v. Mount Ver- 
non-Woodberry Company. Answer of Mount Vernon-Woodberry Company 
page 24.) 

As a matter of fact there was a difference in the wording between the bonds 
and the mortgage. The latter included among the reservations to be deducted 
before computing net earnings “ charges for depreciation by age or wear’; these 
words were omitted in the statement on the face of the bonds. 
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lessened. No new money was added. The intricate relation- 
ship between an operating and a holding company was not 
eliminated, as the Consolidated Company assumed a position 
corresponding exactly to that of the old United States Company. 
With the exception, therefore, of the practical extinction of 
the income bonds, the financial position of the Cotton Duck 
consolidation was worse than before the readjustment. 

From the point of view of the various security holders, the 
terms of the reorganization were eminently fair. The income 
bondholders surrendered whatever value lay in their second 
mortgage lien on the Mount Vernon-Woodberry mills, but 
obtained a direct interest in the valuable Stark Mills, and the 
other assets of the United States Company. On the other hand, 
the stockholders of the United States Company, which owned 
practically all the stock of the Mount Vernon-Woodberry Com- 
pany, were benefited by the improvement in the: financial 
position of the latter company. These facts were fully recognized 
by all interests, and by June 1, 1905, hardly three weeks after 
the plan was announced, “‘ upwards of three-fourths of each 
class of securities having assented to the plan ” ! the Committee 
declared the reorganization operative. By June 8, about 85% 
of all classes * of securities had been deposited, and the permanent 
organization of the Company was effected shortly. 

Unfortunately, the new men brought into the Consolidated 
Company were as unfamiliar with cotton duck manufacturing 
as their predecessors.’ As a whole, however, the closer organiza- 
tion of the new Company was a move toward greater efficiency, 
and the earnings for the first six months showed a marked 


1 Newspaper advertisement. Reproduced in 80 Chron. 2346, June 3, 1905. 


2 Income bonds $5,218,000 out of $6,000,000 — 87 %. 
Pfr. Stock United States Co., 22,481, out of 27,500 shs. — 82 %. 
Com. Stock United States Co., 89,050 out of 98,000 shs. — 91 %. 
80 Chron. 2460, June 17, 1905. 


3 The new men entering on the executive committee of six were George K. 
McGaw, a retail grocer, F. S. Landstreet, and J. H. Wheelwright, President and 
Vice-President of the Consolidation Coal Company, respectively. The men on the 
Board of Directors who were familiar with the cotton business were familiar with 
the sale rather than the manufacture of duck. 
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improvement over those of years preceding,! and in furtherance 
of the policy of reorganization, the management sought the advice 
of technical engineers, with a view of improving the efficiency of 
the mills. They recommended the expenditure of $1,000,000 
for improvements, and especially for new machinery.2 The 
management planned to authorize the improvements suggested, 
but the policy was discontinued subsequently on account of 
the difficulty in obtaining the necessary money. 

Soon after the consummation of the reorganization, and partly 
as a result of the closer organization, the new management 
began to consider the desirability of concentrating the sale 
of its goods in a single agency. Its contracts with the old selling 
houses, J. Spencer Turner and Wellington, Sears and Company 
expired December 31, 1905. The lack of correlation and the 
necessary overlapping resulting from the use of four selling agen- 
cies for the Company’s product had become clearly apparent.’ 
Some of the Directors advocated the establishment of an inde- 
pendent system of agencies similar to the system adopted by the 
New England Cotton Yarn Company.‘ The management were 


1 Net, for half year ending December 31, 1905, applicable to dividends after 
payment of all fixed charges, $328,451. See page 377, for details of earnings of the 
Consolidated Cotton Duck Company. 

2 Notice of this appeared in the Commercial and Financial Chronicle as fol- 
lows, — ‘‘ A committee of expert mill engineers, having inspected the plants of the 
Mt. Vernon-Woodberry Cotton Duck Co., recently recommended the expenditure 
of $1,000,000 for improvements. It is accordingly proposed to make improve- 
ments from now on as necessary.” 81 Chron. 314, July 15, 1905. 

3 “ After trying other methods of handling its sales, the defendant adopted the 
plan of selling through the agency of several different companies to each of whom 
it paid a commission of three and one-half per cent upon sales made, the agents 
paying all expenses of selling the goods and guaranteeing the collections; and 
agreeing further to make advances in money to defendant upon goods consigned; 
and in order to prevent competition among such agents, defendant divided, or 
attempted to divide, its business not upon territorial limits but upon the basis of 
the different classes of goods manufactured by it, giving each agent an exclusive 
right to sell certain specified products. And defendant shows that with the best 
of intentions on every side there naturally arose controversies among the sales 
agents and between such agents and defendant.” Whitridge v. Mount Vernon 
Cotton Duck Company. Answer of defendant, Mount Vernon-Woodberry Cotton 
Duck Company, page 26. 

4 The feeling was expressed that the selling commissions were too high. They 
were about 3.5 %. This included not only the actual sale of the goods but also the 
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deterred from a serious consideration of this purpose by negotia- 
tions looking to the outright purchase of the J. Spencer Turner 
Company.! It was finally acquired by the Consolidated Cotton 
Duck Company, and reincorporated as a New York Corporation 
with a capital stock of $500,000 and an issue amounting to 
$2,000,000 of 6% debenture bonds due in 1926. The entire 
issue of stock passed directly into the treasury of the Consoli- 
dated Duck Company. Of the debenture bonds, approximately 
$900,000 and some money went directly to the stockholders 
of the old Turner Company in consideration for their interest. 
Of the remaining $1,100,000 in debenture bonds, $700,000 were 
taken by a syndicate, managed by the Continental Trust Com- 
pany, subject to a right of the shareholders to purchase them at 
95%. The remainder of the issue, $400,000, was deposited in 
the treasury for future needs.? In return for the entire stock 
of the Turner Company, the Consolidated Company guaranteed 
the principal and interest on the debenture bonds. Reduced 
to its simplest form, this bit of financing represented an increase 
in the funded liabilities of the Consolidated Company of upwards 
of $1,500,000, and in fixed charges of $90,000 a year, together 
with a sinking fund of $75,000 beginning January 1, 1908, in 
return for the “ good-will” and possible earnings of their chief 
selling agent.* It was said at the time the selling company was 
guarantee of the accounts. Judged by the commissions usually paid the percen- 
tage was not excessive, yet in view of the meagre profits the Company was making, 
it appeared large to the stockholders. 

The J. Spencer Turner Company received 5% on its London sales and $7,000 a 
year for incidental expenses. A similar arrangement was continued after the 
Turner Company had been acquired. (Whitridge ». Mount Vernon Company. 
Answer of Mount Vernon Company.) 

? The J. Spencer Turner Company was originally established in 1810, as Brinck- 
erhoff and Greenough, later Fox and Polhemus; Theodore Polhemus & Coz 
Brinckerhoff, Turner & Polhemus; Brinckerhoff, Turner & Co.; incorporated 
1897 as J. Spencer Turner Company with a capital stock of $750,000. 

The J. Spencer Turner Company, it will be remembered, sold the Greenwoods 
Mills to the original Mount Vernon-Woodberry Company at an excessive figure, 
and the Company had since been closely identified with the cotton duck consolida- 
tion as its chief selling agent. See page 338, note 5. 

2 82 Chron. 1103, May 12, 1906. 


* The J. Spencer Turner Company, besides selling the product of the Con- 
solidated Company’s mills, also distributed the product of two Canadian mills, — 
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purchased that these earnings “will approximate over $300,000.”’! 
They never averaged $300,000 and in a number of years 
fell below $200,000. Considering that the assets of the Turner 
Company, aside from the equities in certain Canadian mills of 
slight earning power,’ consisted very largely in the reputation 
of the Consolidated Company’s own trade-marks and brands, 
one is led to question the wisdom of thus increasing the capital 
liabilities and fixed charges at what proved to be a critical time 
in the Company’s history.‘ Moreover, the move stimulated 
competition, as the other selling agents, being cut off of their 
supplies of coarse fabrics, established duck mills of their own. 
This was a result similar to that which followed the establish- 
ment of the New England Cotton Yarn Company’s policy of 
distributing its own goods. 

Nor was this the only source of competition. Speaking to 
the stockholders of the condition of the Consolidated Cotton 
Duck Company, up to and through 1905, the Chairman of the 
Board of Directors said, “‘ During this time you have seen some 
of those who have sold their properties to your Company leave 
and build mills to compete with the Company to which they 
sold out.” > During the first years of the existence of the Mount 
Vernon and United States Companies, the proportion of duck 
produced by their mills was-so great that the consolidation 
was able to control prices within reasonable limits. In order 
in which it owned a controlling interest, — and the Washington Mill and a mili in 
Cincinnati. 

1 82 Chron. 1103, May 12, 1906. 

2 Net earnings before deductions for interest and sinking fund. If allowances 
for liquidated accounts are subtracted, as they should be, the net earnings before 
charges have been very much less than $300,000 a year. 

3 Cosmos Mills, Yarmouth, Nova Scotia; Imperial Mills, Hamilton, Ontario. 

4 This same view was taken by Judge Rose ‘‘ In view of the chronic need for 
ready money of both the Mount Vernon and the Consolidated, it is not quite so 
easy to understand why this large investment should have been made in the selling 
agent’s business.” Whitridge v. Mount Vernon. Opinion of Rose, D. J. (Balti- 
more Daily Record, January 14, 1914.) 

5 Digest of entire report to stockholders in 82 Chron. 626, February 24, 1906. 

This competition was very harassing. For example one of the Hoopers started 
a mill, using for the name of his company his own name, — William E. Hooper, — 
which happened to be the old name of the Company operating the old Woodberry 
mills. 
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to pay their fixed charges and show any surplus at all, it was 
necessary for them to maintain prices at a high level. This 
policy, successful perhaps at first because of the unprecedented 
demand for their goods, proved short-sighted and self-destructive. 
Mills all through Maryland, and to a less extent elsewhere, were 
refitted as duck mills. New capital was attracted into the 
industry by the relatively wide margin of profit, and the new 
mills, being equipped with more modern machinery, were able 
to manufacture duck at a lower net cost than the Consolidated 
Company. For this reason, the competitors were, as a general 
rule, on very friendly terms with the larger company. They 
recognized clearly that it was the price policy of the company 
which produced over half the duck fabrics of the country that 
enabled them to dispose of their own products with a liberal 
margin of profit. 

The earnings of the Consolidated Company for 1906 showed 
a substantial increase over those of the preceding year. It was 
a year of marked activity in every industry, and Chairman War- 
field, commenting on it at a later time, wrote to the stockholders, 
“The year 1906 was a banner year for the earnings of these 
properties.” 1 Yet the market values of the various forms of 
securities were not favorably affected, and the Chairman of the 
Board of Directors issued a report in which various statements 
were made for the purpose of inspiring confidence in the Com- 
pany.” The total net earnings of the Company after meeting 

* Report for fiscal year ending December 31, 1907. Pamphlet to stockholders, 
digest, 86 Chron. 917. 

* Unfortunately, the entire pamphlet cannot be reprinted. Some of the state- 
ments, however, afford interesting comment at this point in the narrative. 

The report began by noting the advantages gained by the reorganization. ‘If 
at the time of my last report you may have felt that sufficient time had not elapsed 
to demonstrate the wisdom of the plan for the merging of the two cotton duck cor- 
porations into the Consolidated Cotton Duck Company, the annual statement of 
your President for the fiscal year 1906 must remove any doubt if such existed. 
Your President’s statement for the twelve months ended December 31, 1906 shows 
income of over $10,000,000, and net earnings of $908,914.73, after taking care of 
fixed charges on all the underlying securities of both of the former constituent 
companies ”’ (page 4). 

The Chairman of the Board shows concern over the market value of the Com- 
pany’s securities. ‘‘ When you consider the actual value of the mill, and other 
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all the fixed charges were $908,915, without considering the 
profits of the Turner Company. It was distinctly the most 
prosperous and promising year for the consolidation since 


properties which have come into possession of the Consolidated Cotton Duck 
Company as certified to by Messrs. Barrow, Wade, and Guthrie, Chartered Ac- 
countants, when these properties were originally purchased and without figuring 
therein any increased value from earnings during this period, when you consider 
that the actual cash derived from the sale of the securities of the two Cotton Duck 
corporations (which now constitute your company, which securities are now repre- 
sented by the bonds of the constituent companies and the preferred and common 
stock of the Consolidated Cotton Duck Company) and compare these figures with 
the present Baltimore market value of these securities, you will find ample reason 
for my insistence that the stockholders of this Company give closer study to their 
property that they may understand and appreciate its real worth. By consulting 
table ‘ D ’ you will note that the actual valuation of the properties is approximately 
$18,000,000. Yet by reference to table ‘ E’ the present market value of all the 
securities of both the constituent companies and the Consolidated Cotton Duck 
Company aggregates only $12,750,000, a difference of $5,250,000 between actual 
value and present market values, or an excess in actual value of over forty per cent. 
But what is more striking is the difference between the market value of these secur- 
ities and the actual cash that was paid for the securities which the present securi- 
ties now represent. There was derived from the sale of the securities of the two 
companies constituting the Consolidated Cotton Duck Company $15,270,000 in 
cash. The market value of your securities therefore is $2,520,000 less than the 
cash so raised. No reason for this can be found in the earnings of your properties 
as you have already seen from your President’s report. . . . You have no bonus 
stock in this company ” (page 7). 

The Chairman of the Board manifests a local pride in the Company’s success. 
“Your company is one of the largest industrial enterprises in this state and is 
the only large Baltimore-controlled industrial enterprise of international scope. 
Speaking for myself alone, and by reason of my long association with the develop- 
ment of this enterprise from its start, I should feel extremely sorry if our own people 
are lacking in appreciation of the position which it commands for us, and our city 
in the industrial world; and now that its soundness has been so fully demonstrated 
it is to be hoped that our own people will save to this city the emoluments which 
must come from the continued ownership and operation of so large and successful 
an enterprise in the field of manufacture which has so long been pointed out, it is 
so essential for Baltimore’s best interests to develop” (page 8). 

Report of S. Davies Warfield, Chairman of the Board of Directors, submitted 
at meeting of February 18, 1907. Brief and unsatisfactory digest in 84 Chron. 801. 

Mr. Sheldon, an engineer of Providence, made an “ off-hand ” judgment that the 
mills were not worth the face of the first mortgage bonds, — $8,000,000. A similar 
-view was taken by the Court. “Its first mortgage securities amount on the most 
favorable showing to very nearly as much as the debtor’s tangible assets are worth.” 
Whitridge v. Mount Vernon. Opinion of Judge Rose. (Baltimore Daily Record, 


January 14, 1914.) 
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the period of abnormal profits following immediately after the 
inception of the Mount Vernon-Woodberry Company. The 
large profits of the year 1906 were possibly due, in part at least, 
to the Russo-Japanese war.! At all events, they gave new hope 
to the management of the Company. 

In 10907, the increasing severity of competition affected the 
earnings of the Consolidated Cotton Duck Company unfavorably, 
although, apparently, the preferred stock dividend was fully 
earned. This fall in the manufacturing profit was attributed to 
the general business depression, which was, too, a very real 
factor in 1908, when the semi-annual dividend was cut to 2%,” 
in the first half year, and to 1% in the second. Meanwhile, 
the distance between the reported “actual valuation of the 
properties,’ and the “ market value of the securities” grew 
wider. The preferred stock of the Consolidated Cotton Duck 
Company declined to $20 a share in 1908, and the bid quotation 
for the common stock was $5 a share. 

So far as profits were concerned the calendar year 1909 was 
the most unfortunate ever experienced by the consolidation 
since its formation ten years before. The total production had 
fallen off, and the operations for the entire group of mills, before 
allowing for the interest in the Mount Vernon-Woodberry 
Company’s bonds, showed a deficit of $80,810. Nothing was 
charged off to depreciation, and there was, apparently, a charge 
of only $70,555 to repairs and renewals. After the payment 
of the interest on the underlying Mount Vernon-Woodberry 
Company’s bonds, the deficit amounted to $506,210. The most 
discouraging feature of the report was that the whole of this 


1 This supposition was advanced by a man of whose intimate familiarity with 
the Company, the present writer is doubtful. It seemed plausible, however. 

2 When the preferred stock dividend was first cut, the management made the 
following statement, — “‘ Conforming to the conservative policy of the manage- 
ment, it was deemed advisable, in view of general industrial depression, and partic- 
ularly as the stock is cumulative, to withhold the usual 3 % semi-annual dividend 
making it 2%. It will be recalled that after the panic of last year the management 
of the Company determined to curtail the output, and therefore all the mills are 
put on a manufacturing basis of output equal to about 54 % of the production of 
last year.” — Part of report for half year ending June 30, 1908, 87 Chron. 477, 
August 22, 1908. 
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deficit had accumulated, according to the reports of the Com- 
pany, during the second half year, a condition of affairs which 
presaged little good for the immediate future. This unfortunate 
condition was attributed by the management to the high price 
of cotton, and to general trade conditions,! the identical causes 
to which the early management of the New England Cotton 
Yarn Company attributed its failure in 1903. Prior to this the 
management had employed Mr. Sheldon, a mill engineer of 
Providence, to make a “ complete and honest ” report of the 
conditions at the mills. He found that the buying of cotton, 
the administration of the selling, the management of the mills 
and the condition of the machinery were all very bad. The 
errors in the buying of cotton, during the year of 1909, had been 
the chief cause of the calamity of that year. The raw staple 
had been driven upward in price through successful speculative 
manipulation from about nine cents a pound to over sixteen 
cents. During the operation of this corner, —the Patten 
corner it was called, — the management had failed to cover their 
sales of duck by purchases of raw cotton, believing that the high 
price was occasioned by speculation and would be followed 
shortly by a severe break in the market price. They were 
wrong, and the heavy manufacturing losses resulted. 

Behind the outward evidence of protracted failure, as evi- 
denced by the financial statements of the Company, there lay 
underlying conditions of extreme seriousness. The costs of 
production were abnormally high, owing to the fact that the 
mills had been allowed to run without setting aside proper 
reserves for depreciation and totally inadequate charges to 
repairs and renewals. During the best year, all things considered, 
in the Company’s history, which the Chairman of the Board of 
Directors called “ the banner year,” only $283,735 was charged 
to depreciation on mills which were alleged to have an actual 
net value of $18,000,000. For the ten years from January, 
1g0o to January, 1910, an average of only $68,260 was charged 


1 “ The rapid rise in price and continued high price of cotton, with the attending 
general conditions surrounding the staple had not been experienced for 23 years.’’ 
President Thomas M. Turner in Report for fiscal year ending December 31, 1909. 
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to depreciation,! whereas the proper charge should have been 
at least $250,000.2 Before 1906, the management admitted that 
the charge to depreciation was inadequate.* Yet during the 
early years of the consolidation such a policy bore no evil 
fruit, owing to the large demand for the Company’s product, 
which enabled the management to dispose of the total output 
of the mills without regard to the cost of production. Further- 
more, the machinery for the manufacture of coarse goods, being 
heavy, has a much longer life than the machinery in a fine goods 

1 The charges to depreciation can be seen from the following table. Prior to 
1905 there had been no charges to depreciation, although the management laid great 


emphasis on its conservatism in charging off, in 1902, the cost of repairing the dam 
at the Tallassee Falls Mills, — $79,816. 


Calendar year Charge to depreciation 
E8Q9=LQOA wy: ests his hls semeiatt art. <eSe ° 
TOOS ce eer ciate cg ats cee $250,041 
TQOO a5 Perscus Stes ais cians ae sisja ate, wi ereae rakes 283,735 
IQO7 Wie itan sees ie tes SUE Dale eee 96,922 
TOOS Mer sity Geta... sees aS 42,908 
TOOO PE ste Sain he ccienakoroe ano pie ° 
Total’ chargesitic.a-1- eae eae $682,605 
Averagetorsten! yearsr tore teers 68,260 


The Mount Vernon Company’s management stated explicitly, in the Whitridge 
income bond litigation, that nothing had been charged to depreciation prior to 
1905. The above charge for 1905 is taken from the Mount Vernon Company’s 
answer in the above suit. Other figures from published financial reports. 

2 Testimony in the Whitridge income bond litigation. Reviewed by Rose, D. J., 
“Tt is admitted that the average annual depreciation of the buildings, machinery, 
etc., of the Mount Vernon would amount to $375,000. The sum reserved for de- 
preciation has been $300,000 a year less thari was required to maintain the com- 
pany’s property at its original value.” (Opinion given in full, Baltimore Daily 
Record, January 14, 1914.) Considering the heavy construction, it would seem 
to the present writer that depreciation charges of $375,000 were somewhat exces- 
sive. It would seem that one dollar a spindle on the 250,000 spindles or $250,000 
would be more nearly correct. 

* In the report of the Chairman of the Board at the meeting of February 18, 
1907, — previously referred to, — is the statement: ‘“ There is one point to which 
your especial attention is invited and that is the question of depreciation in the 
mills of the Mount Vernon-Woodberry Company. With the view of placing the 
mills of that company in the proper condition, the management has been replacing 
obsolete machinery, long since out of date, by the advance in textile manufacturing 
methods, with modern machinery. . ... This depreciation account has been in- 
adequate.” The relatively small charges for the three years after this statement 
was made are indicated in the preceding note. 
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mill. But during the later years of the consolidation, in the 
presence of the keen competition of the newer mills, when even 
the heavy machinery showed clear signs of its age and long use, 
the margin between the cost of production and the selling price 
grew narrower and narrower. In the Stark mill, where the 
finer goods were made, the results of the policy of under main- 
tenance were even worse than in the southern mills. The condi- 
tion of the Consolidated Cotton Duck Company at the end of 
1909 was very Clearly expressed by Myron C. Taylor in a circular 
letter about a year later. After stating the necessity of “ ade- 
quate working capital, and efficient operating management, 
both of which were at that time a pressing need,” he states, 
“There had arisen a situation in the affairs of the Consolidated 
Cotton Duck Company, when it did not feel justified in longer 
continuing to supply adequate working capital to the Mount 
Vernon-Woodberry Cotton Duck Company, then heavily indebted 
to the Consolidated Company and others. The Consolidated 
Company was passing through a period of unprecedented con- 
ditions, notably (1) the high price of cotton, due to manipulation, 
which had forced a large part of the world’s spindles to stop 
running, (2) defective operating methods.” ! 

In 1910, a reorganization brought into power a new and abler 
management, so that the close of the year 1909 marked the 
turning point in the history of the cotton duck consolidation. 
It is, therefore, well to pause in the narrative, and consider the 
causes that led to its failure. In general these causes may be 
described under six relatively distinct headings. 


1 Circular letter of April15, 1911. Digest in 92 Chron. 1313. 

This same idea is expressed in an article in one of the textile trade journals. 
The Mount-Vernon Woodberry and Consolidated Cotton Duck Companies “‘ found 
themselves early in the year 1910 in a difficult position where financial assistance, 
plant reorganization and additional management were required to cope with the 
disturbed markets for textiles, the violent fluctuations in raw materials, the inade- 
quate and inefficient equipment, and the discouragement of its organization.” 1913 
Am. Wool and Cotton Reporter, 801. 

Some of the operating conditions were deplorable. For example, in one southern 
mill, it was found that the purchases of cotton had all been made from a single 
agent, and that the prices paid averaged, during a long period of time between 
1% and 1% cents a pound above the market price. In one case it was found that 
the mill’s cotton sampler was in the employ of the agent from whom purchases 
were made, 
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(x) Perhaps most prominent was the economic fact that the 
cotton duck industry does not lend itself readily to consolidation. 
There are no economies of large-scale production in the cotton 
manufacturing industry.!. The large group of mills can manu- 
facture no more cheaply than the single mill, even under the 
best conditions. And under the conditions which surrounded 
the Mount Vernon-Woodberry combination of mills, the small 
producer had the advantage at every point. (2) Although 
economic conditions were against the success of the cotton duck 
consolidation, the absence of good management was no less a 
factor in determining its failure. From the very first, the men 
in the direct control lacked the requisite ability to manage 
with even fair success a large group of cotton mills. Added 
to this inherent deficiency, there was constant friction between 
the various interests. Petty dissensions arose, and there was 
little codrdination of the various departments; the executive 
officers were accused by the others of mismanagement, and their 
freedom was hampered by annoying restraints. The Presidency 
was changed successively in the hope of obtaining the requisite 
ability and unity of management, but the changes, as well as the 
successive financial readjustments, failed to produce either a 
harmony of interests or a unity in administration. (3) Among 
the detailed causes of failure, the first to be mentioned is the 
inadequate allowance for depreciation, already noted several 
times. The effect of the policy of under maintenance showed 
itself most conspicuously toward the end of the period, when, 
like the ‘‘ one horse chaise ”’ all the mills needed rehabilitation 
at one time. (4) Another cause lay in the fact that the pur- 


1 This is an interesting condition. The writer has been told by a mill operator 
of wide and successful experience that the cheapest method of production is by 
small mills, each of which is the proper size to obtain the maximum efficiency. 
This was, he reported, about 30,000 spindles for a coarse goods mill and about 
60,000 for a medium goods mill. Mills of these sizes could be managed easily by 
superintendents of ordinary ability, who could watch the detailed operation, so as to 
eliminate the small wastes and yet who had ample opportunity to obtain all the 
economies of a mill of any larger size. Such a superintendent of ordinary ability 
could be found without much difficulty at a fair salary, whereas a general manager, 
capable of managing a large mill, or group of mills, was very rare and would com- 
mand a salary all out of proportion to the superintendent for the smaller mill. 
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chasing agents of the mills were notoriously poor cotton buyers. 
Although a fact like this can be stated only in relative terms, the 
writer of this narrative received reports from six prominent men 
in the industry that the buying of cotton for the Mount Vernon- 
Woodberryand Consolidated Companies was unwisely conducted, 
and showed distinctly less than the average skill exercised 
by cotton buyers. Where, as in the manufacture of coarse 
goods, the cost of raw material represents a large percentage of 
the total selling price, the skilful purchase of cotton is a matter 
of primary importance.!| (5) The combination suffered from 
inadequate banking facilities. Every textile manufacturing 
company is obliged to be a large borrower on the open market, 
in order to carry stocks of cotton and finished goods in ware- 
houses. At first the presence of the income bonds of the Mount 
Vernon-Woodberry Company impeded the free sale of the Com- 
pany’s notes. Moreover, the banks in Baltimore, where the men 
and the Company were best known, were not accustomed to 
large volumes of cotton mill obligations. The Company’s notes 
had to be sold, therefore, in the wider market of New York, or in 
Boston, where mill paper is well known.? (6) Last to be men- 
tioned, but perhaps not least, were the conditions under which 


1 This fact is further attested by internal evidence. One of the chief causes 
leading to the retirement of the first President lay in his mistakes in the buying 
of cotton. The conspicuous losses of 1909 were caused by failure to cover contracts 
on the eve of the Patten corner. The tendency to speculate in cotton is one of 
the most serious and disastrous causes of failure among cotton mill operators. 
Generally they do not recognize that the management of a cotton mill requires 
distinctly different business ability than that demanded by a man who can antici- 
pate correctly the price movement of a world staple. Once one of the Directors, — 
not on the operating side of the Consolidated Cotton Duck Company was asked 
if the management “‘ were covered on cotton.” He replied, “‘ I don’t know, but 
however they are, they are sure to be wrong.” ‘This shows the lack of confidence 
in the buying of cotton, even in the Company itself. 

2 For example, Chairman Warfield said at the annual meeting of February 19, 
1906, according to report, “‘ In a few directions here in Baltimore financial assist- 
ance has been given the Company, but it has had to depend largely upon New 
York and Boston to finance its current business, which it should not have been 
called upon to do.” 

According to reliable but confidential advices the Company found great difficulty 
in negotiating its paper in New York. One advice, in 1908, stated that the Mount 
Vernon Company sometimes borrowed directly on cotton. 


376 PROMOTIONS AND REORGANIZATIONS 


the securities were issued, and the subsequent concern of the 
management over the stock market quotations. The combina- 
tion was originally conceived largely for the purpose of promo- 
ters’ profits, but the men in control were not able to dispose of 
the securities to the Baltimore investors as had been anticipated. 
Subsequent troubles over the income bonds, successive reorganiza- 
tions, and the continual falling off of profits prevented the 
original interests from liquidating their holdings, except at a 
substantial loss. Their attention centered, therefore, much 
more on the market price of the Company’s securities than on the 
operating success of the mills as a permanent manufacturing 
enterprise. 
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TABLE GIVING EARNINGS OF THE MOUNT VERNON-WOODBERRY 
AND THE CONSOLIDATED COTTON DUCK COMPANIES 


Ex ze | 2 
TAeteL el 33 a 
Roe 2% Ss rail Taterese Bal 
3:33 @ | Interes alance 
Half Year Total | Net Manu-| 2 a gS| Net Profit |) SS 3| “oS |on Out-| after 
pads Sal facturing |S 64%] (manu- | oo oo - - 
g ales tec eh oo & facturing) |3.2 a 4 & o |standing Fixed 
Aas & 8) |}4"O4!| 4+ | Bonds | Charges 
EGee 8a | 8a 
Sé as oe wee ox 
3° AYA.) AYAY 
% % : 
June 30, 1899 Fase ot Hoe $503,703 Jtac a 4 
Dec. 31, 1899 syste aes eyetexs 914,148} 4.0 ...- |$175,000] $730,148 
June 30, 1900 ateiets sabes rege 759,380 3-4 ..+. | 175,000] 584,380 
Dec. 31, 1900 Sragels ture 5 Oe 353,620 I.5 Sey 755600. 178,620 
qse 39) 1901 esas SoH Bric eee ee .... | 175,coo| —376,526 d. 
eC. 31, IQOT Bashi S866 pias 211,75 9 4 eh ALT 5 {OOO 36,758 
June 30, 1902 | $3,070,564 $458,402 [$120,164] 338,328 1.5 8.5 | 175,000] 163,328 
Dec. 31,1902] 3,153,312 342,150 165,008 177,142 3 8 5.6 | 175,000 2,142 
June 3c,1903| 3,561,110] 404,471 156,090 248,381 1.1 7.0 | 175,009 73,381 
Dec. 31,1903] 3,895,442] 342,808 | 137,441]. 205,157 9 5.3 | 175,000 30,157 
June 30,1904| 3,482,914} 311,402 127,817 183,585 8 5.3 | 175,000 8,585 
Dec. 31 ,1904| 2,926,964] 342,198 | 112,523] 220,675 1.0 7.8 | 175,000 54,675 


FAV ELAG CHOLES HBV CATEN (DEL V.CAL tan anime tem arse eifaiel sista ote teria lofalelevers aly evel sie! eteteya/ ois $106,548 


THE CONSOLIDATED COTTON DUCK COMPANY, INCLUDING ALL THE MILLS 


June 30, 1905 | $4,660,837] $567,744 [$167,247 | $400,407 1.9 8.6 [$175,000] $225,407 
Dec. 31,1905 | 4,697,180] 652,123 135,447 516,676 2.3 10.9 | 188,225] 328,451 
June 3c, 1906 | 5,150,583| 782,293 151,403 630,800 2.8 12.2 | 188,225] 442,575 
Dec. 31,1906| 4,874,241] 815,104 144,023 671,081 3.0 13.8 | 204,741] 466,340 
June 30,1907] 5,420,340| 761,854 | 120,470| 632,384 2.8 11.6 | 213,075] 419,309 
Dec. 31, 1907 | 5,201,047] 608,191 110,010 498,181 2.2 9.6 | 212,925] 285,256 
June 30, 1908 3,300,107| 442,705 | 107,405] 335,300 75 10,1 | 212,925| 122,375 
Dec. 31,1908] 3,607,527| 510,246 118,620 391,026 i,7 10.9 | 212,775 178,851 
June 30, 1909 | 3,668,037} 390,162 117,000 281,562 1.3 9.7 | 212,775 68,787 
Dec. 31,1909! 3,967,342] —244,470d.| 117,902 | —362,372d) .... .... | 212,625] —574,997 d. 
Average annual net profit, after all interest charges, for the five years ..........5.... $302,489 


Note. — The total sales and net manufacturing income were not published prior to 1902, 

1 Estimated on the basis of $6c9,434 for four months ending Dec. 31, 1899. | . 

2 This figure has been obtained by a process of deduction, and rests on indirect evidence. |The 
Company published no statement of earnings for the half year ending June 30, 1901, —as it did 
before and after, — nor for the entire year 1901. In the Reorganization Committee (Consolidated 
Cotton Duck Co.) plan of May 8, 1905 occurs the following statement, — ‘‘ The average net profits 
of tbe Mt. Vernon Co. for the period (34 years, ended December 31, 1904) averaged $145,coo per year 
after payment of interest on the outstanding first mortgage bonds and on the underlying bonds. It 
is, however, only proper to state that . . . if the period for which the earnings of the Mt. Vernon 
Co. are averaged be extended so as to include the full manufacturing year of 1901, only the last six 
months of which were included in the 34 year period above referred to, the average yearly earnings of 
the Mt. Vernon Co. would be reduced from $145,000 to about $38,000.” Now the average net earn- 
ings, after interest charges, are not $145,000 but $105,436 for the 33 years ending December 31, 1904. 
They could be said to be $145,578 if the Reorganization Committee charged to surplus instead of net 
income account the two charges, — aggregating $140,498, — for 1902 mentioned in the succeeding 
note, — correction of inventory $60,682, repairs of dam $70,816. Yet the auditors of the company 
admitted both as proper charges to net earnings 1n their report for year ending 1902. But taking 
$145,578 as the average net profits after all interest, charges for the 3} years ending December 31, 
1904 and $38,c00 as the average net profits, after all interest charges, for the four years ending Decem- 
ber 31, 1904, it appears that the net deficit, after all interest charges, for the six months ending June 
30 1001 must have been $376,526. _ Deducting the semi-annual interest of $175,0co on the Mount 
Vernon-Woodberry First Mortgage bonds it appears that the net manufacturing deficit must have 
pie Vena $60,682 as correction to inventories and $70,816 for replacement of dam. These 
charges to net income were not admitted except in the statement of the entire year. The semi-annual 
statements would probably be more nearly correct had these charges been distributed through both 


balf years. 


CHAPTER XIV 


THE INTERNATIONAL Cotton MILLS CORPORATION 


Distress of the Consolidated Cotton Duck Company, 378; the Bay State Cot- 
ton Corporation and its constituent companies, 379; acquisition of Boston Yarn 
Company by the J. Spencer Turner Company, 381; International Cotton Mills 
Corporation syndicates, 382; acquisition of public holdings of Bay State Cotton 
Corporation stock by the International Cotton Mills Corporation, 385; issue of 
new notes to bankers, 386; summary of reorganization of 1910, 387; difficulties 
confronting the new company, 390; plan of reorganization of November, 1912, 
394; failure of the plan of November, 1912, 396; provisions of the reorganization 
of 1913, 396; ends accomplished by the reorganization, 397; sacrifices of the various 
classes of stockholders, 402; summary points from the entire history of the cotton 
duck consolidation, 406. 


CHRONOLOGICAL SUMMARY 


1909. Threatened crisis of the Consolidated Cotton Duck Company. 
Organization of Bay State Cotton Corporation. 
1g10. Acquisition of Boston Yarn Company by Consolidated Cotton Duck 
interests. 
Formation of the International Cotton Mills Corporation syndicates. 
Incorporation of International Cotton Mills Corporation. 
1911. Issue of bankers’ notes. 
1gi2. Circulation of a plan of reorganization (November). 
1913. Reorganization of International Cotton Mills Corporation of New York 
into a Massachusetts Corporation. 
1914. Default in Mt. Vernon-Woodberry bond interest. 


Wir the opening of the year 1910, the Consolidated Cotton 
Duck Company faced a choice between bankruptcy and a 
drastic reorganization. It was using about 60% of its spindles, 
and its operating expenses were increasing in the face of falling 
prices.'| The business of the half-year ending December 31, 
1899 had shown a manufacturing deficit of over $350,000; this, 
added to the interest on the underlying bonds, made a deficit 
of $575,000. The old Mount Vernon-Woodberry Company 
was also, — to use the language of one of its officials, — “ on 

* The Mount Vernon Company was also confronted by costly and harassing 


litigation by a few of its income bondholders. Details, see p. 393, note. 
378 
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the brink of disaster.””1 The early policy of the management 
to pay dividends and income bond interest when conservatism 
would have prompted otherwise had borne fruit in under-main- 
tained mills and consequent high operating costs. 

To obtain relief the management decided to enter upon the 
manufacture of automobile tire cloth which had shown the largest 
margin of profit among the coarse fabrics. It was about to equip 
one of its mills with suitable machinery, but the problem of 
management became a serious one, for Thomas M. Turner, 
who had just succeeded Charles K. Oliver in the Presidency,? 
did not possess superior executive ability. The Chairman of 
the Board of Directors then looked about for some means of 
procuring a new management, a way of entering the tire cloth 
business, and last, but by no means least in importance, addi- 
tional capital. The result was the purchase of a new selling 
agency, a thorough-going change in the personnel of the man- 
agement, the amalgamation with important New England 
interests, and finally a drastic reorganization. 

The management turned to Myron C. Taylor and P. T. Jack- 
son, Jr., of the Boston Yarn Company which then acted as the 
selling agents for the Bay State Cotton Corporation, a consolida- 
tion of a tire cloth weaving mill and two yarn mills. The 
history of these corporations is somewhat complex. The Lowell 
Weaving Company had been originally controlled by P. T. Jack- 
son, Jr.,3 of Boston. He interested Myron C. Taylor of New 
York in the enterprise and together they bought some old build- 
ings at Leroy, New York,‘ and refitted them as yarn mills. 


1 Quotation from Hambleton & Company’s letter, quoting one of the Cotton 
Duck Company’s officials. 

2 Charles K. Oliver had held the office since Trenor L. Parks had retired. On 
December 3, 1909, Turner became President and Oliver, Vice-President, — Oliver, 
however, continued in the active management. Oliver sold the Columbia mill to 
the Mount Vernon-Woodberry Cotton Duck Company, at the time the latter was 
promoted. He led the Company into the Patten corner with uncovered cotton. 

3 Mr. Jackson came from a family of manufacturers, earlier prominent in the 
New England textile industry. He himself had been trained in the industry and 
had already showed executive ability and skill of management in the building up 
and operation of cotton mills. 

4 Previously used as a malt house. 
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They leased —later acquired —the Warner Cotton Mills 
in Newburyport.!. Mr. Jackson and his associates formed, in 
1908, the Boston Yarn Company with a capitalization of $100,- 
ooo to act as the selling agent for the three mills. Twenty- 
year selling contracts were then arranged,? and through the 
high grade of the Lowell Weaving Company’s product the 
Company became the second largest distributor of tire cloth 
in the United States. The selling agency was successful and 
its earnings were “‘ conservatively estimated for the year 1910, 
at $110,000.” In 1909, Jackson and Taylor, together with 
Charles M. Warner, formed the Bay State Cotton Corpora- 
tion * which took over the Lowell Weaving Company and 
the two yarn mills. The authorized capital of the Bay State 
Corporation was $1,500,000. Of this amount $500,000 was 
classed as ‘‘ seven per cent first preferred,” $300,000 of this was 
sold to Massachusetts investors and trustees on the basis of its 
security and liberal yield,> and the remaining $200,000 was 
bought by Jackson and his associates. Of the rest of the $1,000,- 
ooo of capitalization, half was classed as “ second preferred ”’ 
and the other half was called ‘‘common.’’* Of the two junior 


1 Charles M. Warner helped to finance the purchase of these mills. For Mr. 
Warner’s connection with the Corn Products Company and the American Malting 
Company and the Asphalt Company of America, see pages 104, 272, 446. 

* Letter of P. T. Jackson, Jr., to syndicate managers, dated May 25, 1910. Con- 
fidential Prospectus, International Cotton Mills Corporation, p. 6. 

5 Ibid. This estimate, however, was based partly on profits secured through 
intercorporate sales. The Lowell Weaving Company, as a tire cloth mill, took 
the yarn from the Leroy and Warner mills. 

* They had Frank J. Hale and Rodman P. Snelling of the Saco-Pettee Company, 
manufacturers of textile machinery, as their associates. 

° The first preferred stock was fortified by a particularly strong agreement. 
“The First Preferred Stock, to be issued for cash, and to be entitled to a preferen- 
tial cumulative dividend at the rate of three and one-half per cent (34 %) semi- 
annually, and no more, payable March 1 and September 1, out of the income, to 
be paid if earned. It shall be callable at $110 per share. In the event of liquida- 
tion it shall be a first charge on all properties of the Company. It shall be entitled 
to voting power on an equality with the second Preferred and Common stock. It 
shall not be increased and no bonds or other form of funded indebtedness and no 
other stock shall be given a preference ever it.” Extract from Agreement of 
Association. 

6 The second preferred carried 7% preferential dividends over the common: 
after the common stock should receive 6 % all dividends thereafter were to be 
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securities, approximately $300,000 of the second preferred and 
$400,000 of the common stock went directly to the owners of 
the three mills. The rest remained in the treasury.!. The 
$500,000 of first preferred stock represented money added in 
order to enlarge the business, and the $700,000 of junior securi- 
ties represented the actual value of the three constituent mills 
as shown by an appraisal of the American Appraisal Company. 
There were involved in the organization of the Corporation little 
over-capitalization and no promoters’ profits. 

Some time in February, 1910, the management of the Consoli- 
dated Cotton Duck and the J. Spencer Turner Companies entered 
into negotiation with the management of the Boston Yarn 
Company looking toward its purchase. As a result, the stock 
of the Boston Yarn Company was acquired in March, 1910, by 
the J. Spencer Turner Company through the issue of approxi- 
mately $250,000 of the J. Spencer Turner Company’s debenture 
bonds remaining in the treasury. These bonds, though they paid 
6% in interest, were quoted well below par.2. At the same time 
— and what was, perhaps, of greater value than the Yarn Com- 
pany itself — the management of the Consolidated Cotton Duck 
Company secured the active codperation of Myron C. Taylor 
and his associates. At the time of the acquisition of the Boston 
Yarn Company, it was not planned to increase immediately the 
scope of the Consolidated Cotton Duck Company; yet, it was 
divided between the second preferred and common stock. These provisions were 
of slight significance as the second preferred and common stock were held by the 
same group of persons. 


1 The distribution of securities at time of formation of Bay State Cotton Cor- 


poration, may be seen from the following table: 
First Preferred Second Preferred Common 


Stock Stock Stock 
Publicior Mone yiscen oF acre vlerlee vic’ 0.0 ees $300,000 
Mill Owners for Money ................ 200,000 
Mill Owners for the Three Mills ......... sacs $300,000 $400,000 
MP PCHSUTY UMISSUCA asics fiaiv soles ep siere os en. 200,000 100,000 
$500,000 $500,000 $500,000 


2 The stock of the Boston Yarn Company had a book value, December 31, 1910, 
of $121.25 per share. 1g10 International Cotton Mills Corporation Report, 21. 
The book value when the stock was acquired by the Turner Company was some- 
what less. The J. Spencer Turner debenture bonds had a value of approximately 


75 %- 
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realized that an investment of new money in the mills of the 
Company was imperative. Finally, a group of syndicates was 
formed! which looked to the acquisition of a majority of the 
stocks of the Consolidated Company, in the interest of a new cor- 
poration, and to providing the latter in addition with working 
capital. On May 27, 1910, Augustus P. Loring, Esq., and Joseph 
B. Crocker, two Boston men, the former a lawyer and trustee, 
the latter a stockbroker, were constituted syndicate managers,? 
under a syndicate agreement which looked to the acquisition of 
53.2% * of the Consolidated Cotton Duck Company’s stock 
controlled by the management and largely owned by interests 
immediately under the control of the Chairman of the Board of 


1 In all there were three syndicates: (2) May 27, 1910, for acquiring majority 
(53 %) of Consolidated Company’s stock and to supply between $2,000,000 and 
$3,000,000 working capital. (Succeeded in obtaining the majority holdings, but 
secured only between $1,500,000 and $1,800,000 money subscription.) (6) April 
17, 1911, for acquiring minority of Consolidated Company’s stock and $500,000 
of new money. (Succeeded in obtaining about 40% of the stock, but little 
new money.) (c) April 17, 1911, confined to the common stock of the new 
Company. 

2 As syndicate managers each received $12,500 in money. Mr. Loring also 
received a considerable fee for his services in connection with the incorporation of 
the new corporation. 

3 The following are the essential parts of the syndicate agreement. This agree- 
ment was marked “ Confidential ” and did not get into the financial press. 

**For the purpose of acquiring 61,000 shares of the Six Per Cent Cumulative Preferred Capital 
Stock, and 71,000 shares of the Common Stock, both of the par value of Fifty Dollars ($50) per share, 
of the Consolidated Cotton Duck Company, a corporation organized and existing under the laws of 
the State of Delaware, and of obtaining additional working capital, it is proposed that the International 
Company shall issue 52,875 shares of its said Seven Per Cent Cumulative Preferred Stock, and 45,375 
shares of its said Common Stock, of the par value of One Hundred Dollars ($100) per share. 

‘““The Managers are about to acquire said 52,875 shares of the Preferred Stock and said 45,375 
shares of the Common Stock of said International Company. 

“Tt is the purpose of the Agreement to form a Syndicate of Subscribers to purchase said Preferred 
and Common Stock from the Managers for the sum of Five Million and Ninety-three Thousand Dollars 
($5,093,000), in the proportion of ten shares of said Preferred Stock and ten shares of said Common 
Stock for each and every One Thousand Dollars ($1,000) herein subscribed by the respective Sub- 
scribers hereto, and allotted by the Managers, if and when said stock shall have been delivered to the 


Managers.” 

Syndicate Agreement of May 27, toro, paragraph 2. Ina later paragraph the Syndicate Mana- 
gers are authorized to sell the excess of 1,945 preferred stock to even up the common stock. (52,875 
to be acquired, and 50,930 preferred stock only, required. ) H 


The syndicate and much of the reorganization was arranged by Samuel Unter- 
myer of New York. Mr. Untermyer had been counsel at the formation of the 
Consolidated Cotton Duck Company five years before. He also, after the Com- 
pany was on its feet, exerted his influence to secure the Company banking connec- 
tions. 
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Directors and his associates. This stock was acquired by the 
syndicate for the International Cotton Mills Corporation pres- 
ently formed. According to the exchange one share ($100 par) 
of new preferred and one share ($100 par) of common stock 
was to be given for every four shares of Consolidated Cotton 
Duck Company’s preferred stock ($200 par) ® and one share of 
new common stock ($100 par) for every four shares ($200 par) 
of Consolidated Cotton Duck Company’s common stock. 
Besides the deposit of stocks, the men close to the management 
were invited to subscribe to the International Cotton Mills 
Corporation’s preferred stock at par with an equal bonus of 
common stock. It was hoped, in this way, to obtain from 
$2,000,000 to $3,000,000 of new working capital. So confident 
were the men in the management that they could obtain the 
money themselves for the underwriting, that they refused an 
offer from New York bankers to provide the $3,000,000 of new 
capital for a commission of $1,000,000 in common stock. The 
cash underwriting was not a great success, only about $1,700,- 
ooo being secured. Ata later date, a new Syndicate Agreement 
of essentially the same tenor was extended to cover the minority 
holdings of Consolidated Cotton Duck Company’s stocks. 
These minority holdings were taken over on exactly the same 

1 At the time, Charles K. Oliver, as Vice-President of the Consolidated Cotton 
Duck Company, wrote to the syndicate managers a letter for publication under 
date of May 25, 1910. ‘“‘ A valuation of the properties controlled by the Consoli- 
dated Company and the Mount Vernon-Woodberry Company was recently made 
by Messrs. C. R. Makepeace & Company, the well-known mill experts of Provi- 
dence, R. I. The total valuation is $16,157,656. In this valuation by Messrs. 
Makepeace & Company, the value of the mill properties of the Consolidated 
group is placed at $3,377,221, and that of the Mount Vernon-Woodberry group at 


$12,780,435. . . . The net earnings, covering a period of 5 years to May 1, aver- 
aged yearly $400,000 after deducting interest on the Mount Vernon-Woodberry 
bonds.” 

2 The Consolidated Cotton Duck Company’s Preferred and Common stocks 
had a par value of $50. 

3 As per previous note the syndicate managers were to acquire 52,875 shares of 
new International Cotton Mills Corporation preferred stock and 45,375 shares of 
new common stock. The distribution of the new securities, both because of the 
complex terms under which the syndicates acquired the Consolidated Company’s 
stock, and because the full conditions of the syndicates were not carried out, is 
very intricate. More specific details can be seen by referring to the table facing 


page 387. 
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terms as the majority of the stocks had been acquired. Accord- 
ing to the prevailing market prices of the Consolidated Cotton 
Duck Company’s securities, the new stocks of the International 
Cotton Mills Corporation were acquired by the stockholders of 
the old Company at a valuation of approximately $70 a share 
for the new preferred and $10 a share for the new common stock." 
These exchange values are important in determining relative 
values as none of the new securities were placed on the market. 
On July 28, r9ro, the International Cotton Mills Corporation 
was duly incorporated under the laws of New York, and acquired 
from the syndicate managers over 50% of outstanding stocks 
of the Consolidated Cotton Duck Company. Shortly, the 
stock of the Boston Yarn Company was transferred from the 
J. Spencer Turner treasury to that of the International Cotton 
Mills Corporation. But the Bay State Cotton Corporation 
remained separate and distinct without connection with the 
new International Company except indirectly through the Boston 


1 Tn estimating the cost of the new International Corporation’s securities, the 
only basis of judgment is the market prices of the old Consolidated Company 
stocks given in exchange. During 1910, the market price of the common stock 
of the Consolidated Cotton Duck Company had ranged from $2.50 to $7 a share 
with an average, including both bid and asked prices, of $5 a share; but a pur- 
chaser was difficult to obtain at even nominal prices. The market price of the 
preferred stock had ranged with considerable fluctuations between $15 and $25 
a share, with an average of about $20. At the time the new International Cor- 
poration was being incorporated, July, tg910, the market price was $20 asked, 
$18 bid, a share. As the syndicate participants were to receive one new share of 
International Cotton Mills Corporation’s common stock for each four shares of 
Consolidated Company’s common stock, it seems quite fair to estimate the actual 
market value of the new common stock as at least $10 a share. The preferred 
stockholders of the Consolidated Company received one share each of Inter- 
national preferred and common stocks for every four shares of old preferred stock 
of the Consolidated Company. These four old shares had a market value of 
approximately $80. In the first Loring-Crocker syndicate agreement it was 
stated that, in determining the prices at which the International preferred and 
common stocks should be sold by the managers, it was agreed “ that for such pur- 
pose the cost to the syndicate of each share of the preferred stock is three (3) times 
the cost of each share of common stock.” As the syndicate subscribers obtained 
one share of preferred and one of common for each $100 subscribed, it would indi- 
cate a presumptive value of $75 for the preferred, and $25 for the common stock. 
From other evidence, it is clear that these figures represented an over-estimation 
of the value of the common stock, and a slight over-estimation of the value of 
the preferred stock at the time of the agreement. 


THE COTTON MILLS CORPORATION 385 


Yarn Company. During the summer of 1910, however, the 
textile industry was at a low ebb, and the Bay State Cotton 
Corporation found itself confronted with maturing obligations 
and adverse market conditions, difficulties that could be relieved 
only through securing new capital. In the emergency the 
management welcomed the advances of the newly created In- 
ternational Cotton Mills Corporation, in which Mr. Taylor was 
already a Vice-President and member of the Board of Directors.! 
In conference between the two interests, terms of exchange were 
arranged for the outstanding securities of the Bay State Cotton 
Corporation. The first preferred stockholders of the Bay State 
Corporation were offered one and one-tenth shares (110%) of 
new International Corporation’s preferred stock; the second 
preferred holders were offered one share (100%) of the new 
preferred stock, and the common shareholders of the Bay State 
Corporation were offered nine-tenths of a share, 90% of their 
stock, in the common stock of the new International Cotton 
Mills Corporation. Mr. Jackson and his associates exchanged 
their securities on this basis. In this manner the International 
Cotton Mills Corporation acquired over 60% of the outstanding 
stocks of the Bay State Cotton Corporation.? 

There still remained, however, outstanding some $300,000 of 
the Bay State Cotton Corporation first preferred stock held by 
Massachusetts investors and trustees, and the Treasurer of the 
Corporation wrote to the holders of this stock, reciting the 
offer already made by the International Cotton Mills Corpora- 
tion. “It is very much to the interest of all Bay State Stock- 
holders,” the letter states, ‘‘ that they transfer their shares for 
those of the International Cotton Mills Corporation, as the 
transaction was more advantageous to the Bay State Stock- 
holders than to those of any other Company participating in the 

1 There is reason to believe that Messrs Jackson and Taylor did not fully com- 
prehend the dilapidated condition of the Consolidated Company’s mills, else they 
would not have sold the Bay State Corporation on these terms. 

2 Of the $500,000 first preferred, Mr. Jackson and Mr. Taylor and their families 
and business associates controlled approximately $200,000. This was all ex- 
changed. Of the $300,000 outstanding second preferred and $400,000 common, all 


that was controlled by the management was exchanged, but about 8 % — mostly 
owned by the stockholders of the underlying mills — was not exchanged. 


386 PROMOTIONS AND REORGANIZATIONS 


merger.” ! As the stock of the new Corporation was taxable to 
Massachusetts investors, among whom it was almost entirely 
held, whereas the Bay State Corporation’s stock was not, and 
as there was a feeling that the exchange was not desirable from 
the point of view of security, only a very few stockholders con- 
sented to the proposal.’ 

The new interests were still unsuccessful in securing as much 
working capital as they had anticipated. Accordingly, arrange- 
ments were concluded with Blair and Company of New York 


1 Letter of P. T. Jackson, Jr., to Bay State Stockholders, pp. 3 and 4. 

2 The merger of the Bay State and International Corporations appeared to be 
desirable from the point of view of the former, considering its interests as a whole. 
Yet from the point of view of the first preferred stockholders there were serious 
doubts of its wisdom. As explained in a previous note (foot of page 384) the new 
International Cotton Mills Corporation’s preferred stock cost the stockholders of 
the old Consolidated Cotton Duck Company not over $70 a share. The Bay 
State first preferred stockholders paid originally $100 in money for their shares. 
As they were offered 110 % in new International preferred stock, the latter repre- 
sented a cost to them of approximately $89. 

The representations made to the Bay State first preferred stockholders were 
not such as would enable them to form independently an intelligent judgment of 
the new enterprise. ‘The letter. referred to above gives the balance sheet of the 
new International Corporation followed by a list of the mills which it controlled. 
Yet it makes no mention in the balance sheet or elsewhere in the letter of the under- 
lying bonds of the Mount Vernon-Woodberry Company, although all their mills 
are included in “ the completed list of mills.” The letter states that the exchange 
“affords to the Bay State stockholder a very great additional security for his in- 
vestment.”’ This was true in regard to the new working capital and the mills of 
the Consolidated Company not covered by the Mount Vernon-Woodberry mort- 
gage. It certainly was not true as regards the mills covered by the Mount Vernon- 
Woodberry mortgage. The Bay State Corporation’s first preferred stockholders 
were giving up a first lien to unincumbered, productive mills, said to be worth over 
twice the outstanding issue, in exchange for the stock ahead of which, on a large 
part of the mills, were bonds, then selling on an 8% basis. (Net quick assets of 
the Bay State Cotton Corporation above current liabilities $355,818.71. Real 
estate, $903,986.13. Total quick assets of first preferred, $1,259,804.84. Balance 
sheet of December 31, 1910. Outstanding first preferred, $500,000. There were 
$7,803,000 Mount Vernon-Woodberry 5 % 1st mortgage bonds, 1949, in hands of 
public. Quotations during 1910, 69 % to 74 %.) 

In the prospectus issued by the syndicate managers, there is a letter from Charles 
M. Warner, as President of the Bay State Cotton Corporation, to the syndicate 
managers, dated May 25, 1910, which says that “ the valuation of the properties of 
the Bay State Company is $1,392,951. The net quick assets of the Company as of 
May 1, 1910, are $100,000... The average net earnings for 1909 and Igio 
(balance of 1910, estimated) are $143,000.” 
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Undisturbed Securities New Securities 
Feed | sec | c c N 
ixe toc ontingent ‘ommon ew 
Bonds 2 Preferred 4 Preferred Stock : Common Stock 
Charges ay ae aoe Roney Bonds Fixed Stock bytes 2 Notes Ales Spee: 
rges a. : 
Coares Cay sear pis Single | Aggregate Single Aggregate 
Mount Vernon-W oodberry Cotton Duck Company: 
Underlying Bondsi. on cemice oneness ook ectncen $650,000 $39,000 Ce apa8 ee Lene $650,000 $30,000 
HirstsMortpage: Bonds a.tacocecion oe cciidceccecce 8,000,000 400,000 aoe Siete Lcicie Bee 8,000,000 400,000 
TIncome Bonds Outstanding «.cc.c..ccc cuss cieonsee ce ee Seen $242,000 $12,200 area (Bes sett eee $242,000 $12,200 
Consolidated Cotton Duck Company: 
Wrderivine BOndSdeec sie nics react ek eet ee ce 145,000 9,950 ites eh 145,000 9,950 
Preterred: SLOCK es mycekl. ae tina Oe Ooo ee cae Cee eis cane srofees 5,750,000 345,000 aoe Le seh Sore saute AGA “gee Sisieis See A | $3,552,700 $201,250 
Common Stockgrs sy. oct ce ston cn ee ee ee pase awee otal sone $7,000,000 I Rov BAae One wae a SARC Meare nani tet Asters See A 4,616,295 
J. Spencer Turner Company: 
Mebenture Bonds mes. Seater cl coeieieee Accor ne 1,482,000 88,920 ater eave ares fate 1,482,000 88,920 
Bay State Cotton Corporation: 
Mirstepreterred Stocks oh. 2 sscninesiccsee oo aaiersaisicee sieves alias 500,000 35,000 Rene oe aeikte Sisiave 266,600 18,662 aoe Seles 110% 256,700 17,960 
Second: Preferred: Stockaer . pacmec sine sinrtace tine tems oe Sratere BONG 300,000 21,000 Scihe are Boar Reval Byars ate: ante Ste 100% 300,000 21,000 
Comnron' Stockmeyer se. 05 ey. wees eR ee eae erate brave Wane 400,000 ee ae ABH Arc Roel! Ae Se Lad See 90% 360,000 
Loring-Crocker Syndicates (Working Capital) (Approx.) .. sens wae ee ree: tes $1,720,000 Se ehake sod BA | Pree are Me 1,700,000 119,000 SG 1,700,000 
Bankers (Blair & Co.) for Working Capital ............. bse os Beri Breet APS Sse 2,00,000 Fai Soe None Bet | $2,000,000 $120,000 Rovere Sane Seton steals 1,000,000 
BG rE enero Aatcb rich te ORE IEG BOP ae Ot ne $10,277,000 $537,870 | $6,792,000 $413,200 | $7,400,000 $3,700,000 | $10,277,000 $537,870 $508,600 $30,862 $2,000,000 $120,000 Sb5H $5,800,400 $406,658 oe $7,676,205 
Note A.— Exchange of Consolidated Company’s Stock Change 
SUMMARY 
As the exchange of the Consolidated Cotton Duck Company’s stock was very complicated it ; : Old New Amount Percentage new to old 
requires special explanation. Syndicate No 1 (page 382, note 3) paid $2,093,000 for 61,000 shares Securities Bearing Interest Charges ...............00e. $10,277,000 $12,277,000 +$2,000,000 120% 
($25 a share) of Consolidated preferred and 71,000 ($8 a share) of common stock. This money was Securities Bearing Interest and Contingent Charges ..... 17,069,000 18,595,000 + 1,526,000 109% 
subscribed to the same syndicate which received for the money $2,287,500 of International preferred Total SEAM ES GoouseceseveopanosapoudboS cooducunsoc 24,469,000 26,271,205 + 1,802,205 107% 
and $1,537,500 International common. The remaining minority of Consolidated preferred and com- Fixed \Charses Wr. srrstetsie siere!eveielselelerersi-/s)s.o. Leena toile 537,870 657,870 ++ 120,000 122% 
mon stocks was exchanged (except non-assenting shares) according to ratios described on page 383. Fixed and Contingent Charges ...............00.eeo0ss 951,070 1,095,390 + 144,320 TIs% 


1 As the various steps in the reorganization occupied a considerable period of time the condition of the companies is taken as of 1912, just prior to the next contemplated reorganization. 
2 Omitting intercompany holdings not in hands of public, but including those hypozhecated. 
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whereby the bankers purchased $2,000,000 new 6% five-year 
notes at par, in consideration of a commission of $1,000,000, par 
value, in common stock of the International Cotton Mills Cor- 
poration. These notes were then offered by Blair and Company 
of New York to the public for 98.1 The agreement under which 
these notes were issued bore heavily upon the International 
Cotton Mills Corporation, and seriously affected its subsequent 
financial policy. 

The events just narrated that led up to and followed the 
formation of the International Cotton Mills Corporation actually 
constituted a thorough reorganization of the old cotton duck 
consolidation. And although these events were spread over the 
period of a year and a half and are more or less independent of 
each other, they may be looked upon as parts of a single reor- 
ganization consummated in four distinct steps. The first step 
was the acquisition of a majority of the stocks of the Consoli- 
dated Cotton Duck Company, together with some new working 
capital; the second was the acquisition of a majority of the stock 
of the Bay State Cotton Corporation and the transfer of the 
Boston Yarn Company from the J. Spencer Turner Company 
to the newly formed International Cotton Mills Corporation; 
the third, the acquisition of nearly all of the minority holdings 
of the Consolidated Corporation on the same terms as the 
majority interest had been acquired; the fourth, the enlistment 
of new working capital and the coédperation of independent 
bankers. The financial results of these steps may be seen from 
the table on the following page. 

It will be noted, from an inspection of the table, that besides 
the two primary motives of the reorganization, — the change 
of management and the provisions for new working capital, — 
the reorganization accomplished certain very valuable results. 

1 The circular under which these notes were offered was conspicuously lacking 
in the amount of information it contained. 

2 The International Cotton Mills Corporation obligated itself not to place any 
new mortgage on its mills, to maintain its quick assets at least equal to its liabilities 
including the $2,000,000 of notes, to redeem $1,000,000 of the notes a year, and not 
to part with any of the subsidiary securities (except Bay State Cotton Corporation’s 


first preferred stock). Agreement of July 13, 1911, International Cotton Mills 
Corporation with Mercantile Trust Company, Article 3. 
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The entire financial organization was put on a new and simpler 
basis. With the exception of the old Mount Vernon-Woodberry 
first mortgage bonds, which were still retained, the reorganiza- 
tion was a movement in the direction of a greater conservatism. 
Unfortunately the interests of the old Consolidated Company 
were too liberally provided for, since by no subterfuge of appraisal 
or earning capacity could the Company’s stocks be considered 
worth the prices at which the Loring-Crocker syndicates acquired 
them. The old Mount Vernon-Woodberry Company’s bond- 
holders should have been assessed or their mortgage lien refunded 
into the preferred stock. In all probability a default on the 
interest of the Mount Vernon Company’s bonds, — the reason- 
able consequence of the deficit of 1909 and the depreciated 
condition of the Company’s mills, — would have led to a more 
comprehensive recasting of the finances of the various com- 
panies, and a reorganization following such a default would have 
rendered unnecessary the later reorganization of 1913 in which 
the preferred stockholders and members of the Loring-Crocker 
syndicates were ruthlessly sacrificed in the interest of the old 
bondholders. It is important to note that neither the fixed 
charges nor the outstanding capitalization were apparently 
decreased; but the heavy floating debt of both the Mount 
Vernon and the Consolidated Cotton Duck Companies was 
greatly reduced through the investment of new money. More- 
over, much of the newly invested money was paid for by the 
preferred and common stocks of the International Company, 
and therefore involved no new fixed charges.! 

No sooner was the Jackson-Taylor management? in control 
than they began the rehabilitation of the physical property of 

1 As it developed later, the weakest feature of the reorganization was that no 
more new capital was provided, that over half of the new capital — the Blair 
notes — was so carefully guarded as to unduly restrict the new company. But 
this error was occasioned by a failure on the part of the new management to realize 
fully the dilapidated physical condition of the old Mount Vernon and Consolidated 
Companies’ mills and the large sum necessary to rehabilitate the property. It was 
believed that a large part of the new equipment could be paid for through earnings. 

2 The management was changed throughout and J. D. Armitage, who had had 
wide experience in New England textile properties, became general manager for 


all of the mills, except that P. T. Jackson, Jr., continued his active management 
of the Bay State Group. 
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the old United States and Mount Vernon-Woodberry Mills. 
Large sums of money were invested in new machinery for the 
Stark Mill — in fact the mill was practically refitted. The new 
management made aggressive expenditures for modern equip- 
ment, paying for it, partly with the new money and partly with 
notes which it was anticipated could be liquidated through earn- 
ings. The general credit of the Company had been strengthened 
by the reduction in the outstanding floating debt. 

The rehabilitation of the duck mills was made at a time of 
prosperous business so that the old mills, only partially refitted, 
were able to show a substantial manufacturing profit. The 
calendar year of 1911, during only a part of which the improved 
equipment was in operation, showed net earnings for the Inter- 
national Cotton Mills Corporation, after the payment of under- 
lying fixed charges, of $388,936, out of which $60,000 was paid as 
interest on the five year 6% convertible notes! and $295,825 
in dividends. These earnings were nevertheless below what was 
expected, for at the time Blair and Company sold the five year 
6% convertible notes, in the summer of 1911, they stated, on 
the authority of a letter from the President,? that “it is esti- 
mated that the surplus net earnings of the International Cotton 
Mills Corporation and its subsidiary Companies will this year 
approximate $600,000.” The earnings were also far below 


1 Interest for one-half year, July 1 to December 31, rg11, on $2,000,000. The 
comparative income accounts for 1910 and ror1, as given in the Commercial and 
Financial Chronicle, were as follows: — 


Year Ending Year Ending 
International Company December 31, 1910 December 31, 1911 
IVGEHLCOME Garon steelers ereeicterts iets tateere's «seve eins $152,351 $388,936 
Interest on 6% Convertible Notes ............... Sik 60,000 
Neb ater Charges a faces siecle sive catia ow aeleleiet v's $152,351 $328,936 
Preferred: Dividend i(14,%%)manitee- cs misee alereinl cei od 78,647 (sk% 205,825 
INSEOUIDIUS orate coe cece cic temteeees $73,704 $33,111 


94 Chron. 1381. 


2 “ Taking the Surplus Net Earnings of the International Cotton Mills Corpora- 
tion and its Subsidiary Companies since its organization, together with subsequent 
estimates, I am confident that the Surplus Net Earnings of the International 
Cotton Mills Corporation and its subsidiary companies will this year approximate 
$600,000.” Letter of Myron C. Taylor, President, to Blair & Company, dated 
June 30, 191. 

3 Circular of Blair and Company offering the 6 % convertible notes. 
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the estimates of the officers of the subsidiary companies made to 
the syndicate managers at the time of the formation of the In- 
ternational Cotton Mills Corporation,! when it was stated that 
the earnings would be not less than $1,500,000. The showing 
was, however, far better than the large deficit of the Consolidated 
mills for 1909 would have led one to expect. Had the Bay State 
group of mills represented a larger proportion of the Company’s 
operating spindles, the showing would have been correspondingly 
improved. 

During the first part of 1912, the business of the International 
Company’s mills was in an improved condition with increased 
sales, but without correspondingly larger profits.? Results failed 
to justify the courageous expenditures for mill equipment; and 
toward the end of the year it became clear that the refinancing 
of the mills had not been sufficient. The new management had 
over-estimated the physical value of the Mount Vernon and the 
Stark groups and under-estimated the amount of new money 
that would be necessary to thoroughly rehabilitate them. Then, 
too, the internal financial arrangements of the various subsidiary 
companies were in an unsatisfactory condition. Large sums of 
money had been advanced to the Mount Vernon-Woodberry 
Company by the Consolidated Cotton Duck Company; * notes 

1 “Tt is conservatively estimated by the officials of the respective companies, 
in which estimate I concur, that the net earnings (fixed charges deducted) of the 
International Cotton Mills Corporation from its manufacturing and selling com- 
panies should be not less than $1,500,000.” Letter of Myron C. Taylor to Augus- 
tus P. Loring, Esq., and Joseph B. Crocker, Esq., Syndicate Managers, dated June 
rt, 1910. Printed in the Prospectus, International Cotton Mills Corporation. 

2 For the first six months of 1912, the following statement was made by the 
Commercial and Financial Chronicle, — ‘“ Combined earnings, including associated 
companies $808,527; fixed charges, $330,525 (these represented $200,000 in the 
Mount Vernon-Woodberry first mortgage bonds and $120,000 on the 6 % convertible 
notes) leaving balance of surplus, $478,002.” 

3 Difficulty was experienced in fixing the liability for the improvements and 
renewals in the Mount Vernon-Woodberry mills,on account of the complications 
of the liens of the two issues of bonds. An outline of the controversy was something 
as follows: — 

In 1911, the poor condition of the Mount Vernon-Woodberry Company’s equip- 
ment called for immediate attention from the new owners of the Consolidated 


Cotton Duck Company who indirectly owned the equity in the Mount Vernon- 
Woodberry Company’s mills. But the latter company was already under very 
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were negotiated with a variety of makers and endorsers so that 
the limits of liability of each company were difficult to determine.? 
The subsidiary companies had obtained large advances from 
the machinery manufacturers and title to some of the new equip- 
ment would be jeopardized by any default in payments. The 
conditions under which the five year convertible 6% notes were 


heavy obligations to the Consolidated Company, the Board of Directors of which 
were unwilling to make further advances to their subsidiary because of the direct 
lien of the old Mount Vernon-Woodberry Company’s bondholders. Yet new equip- 
ment was an imperative necessity. As a result of negotiations, the Consolidated 
Company consented to advance machinery to the value of $300,000, which was 
installed in the Mount Vernon-Woodberry Company’s mills according to the 
following schedules: — 


Mona: Wenner WOM IN@sa? 26 no oavem seen enables comets cone $63,700 
Milouante Wieraavormy IM BUDE INO): ac cep op a ooiddb ob HA wong edn be 65,196 
Clipper Ville eter tame oi erent ev be tes cates. tao Hts» 28,550 
ING Wekevakonyy INLAIN teeth ata eo ORE Bcc OEIC 54,445 
\nVqwroralaverirny IMEUUL 5 ey wt. ees he ree me 14,035 
Drude Vii eee eee Ao eee kc ne FOL a ees be 2,913 
MGuntaVashing tony Villimegy a wate jain Pe: ee 0s een ses 2,308 
Mlallacseemtall smlVUil eae ene beer liad atic aed ck mses 68,904 

CRN a inte ig b Sia nd Moet Ce oh Cae te a en eee $300,951 


The title of this machinery remained in the name of the Consolidated Cotton Duck 
Company, and the Mount Vernon-Woodberry Company agreed to pay for it as 
conditions would permit. 

On December 11, 1911, the Mount Vernon-Woodberry Company sold its old 
Greenwood Mills at New Hartford, Connecticut, — previously dismantled, — to 
the Draycott Mills, receiving in payment a note of the latter corporation for $300,- 
ooo. The Mount Vernon-Woodberry Company then applied to the Trustees of 
its First Mortgage and Income Bond Mortgage to be allowed to use this note of 
$300,000 in payment to the Consolidated Company on the ground that the original 
mortgages provided that the proceeds realized from the sale of any of the property 
mortgaged could be used for the betterment of any of the mortgaged property. 
The Trustees refused to comply with the request on the ground that the betterments 
had already been made, that the mere installation of the new machinery brought it 
under the lien of the two mortgages. The Mount Vernon Company then applied 
to the Circuit Court to compel the Trustees to permit the note to be used as pay- 
ment for the machinery. Both in the lower Court and in the Court of Appeals 
the position taken by the Trustees was upheld. 

1 Karly in 1912, certain New York banking institutions reported unfavorably 
on the Company, giving various reasons. Apparently the difficulty encountered 
in the internal financing of the Company tended to disturb confidence in its general 
credit. 
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issued seriously restricted the Company’s borrowing power 4 
and made impossible any new financing until those notes should 
have been paid or refunded. The payment of dividends on the 
preferred stock at this time must be regarded, on the whole, as 
unwise. The full quarterly dividend of 13% was paid for three 
successive quarters,” but decreased to 1% in October, rgtt, and 
finally passed altogether in April, 1912. These dividend dis- 
bursements — amounting altogether to some $400,000 — were 
paid at times when the Company had imperative need for its 
entire working capital. The greatest service the Company 
could render its stockholders would have been to reduce the 
outstanding obligations and thus lessen the necessity of seek- 
ing for new capital and the hazard of another reorganization. 
When that reorganization came, in the summer of 1913, it bore 
heaviest on these very stockholders, and the sacrifices they 
made then far exceeded theamount they had received in dividends. 
The policy of conservatism was wisely adopted by the manage- 
ment, in the spring of 1912, when they passed the dividend on the 
preferred stock, at the very time their earnings were greatest.’ 


1 Quick assets must be equal to at least the quick liabilities in which these notes 
were included, although they did not mature for five years and were issued for the 
purpose of purchasing new equipment. In other words, the liability for the new 
machinery, purchased with the proceeds of the notes, would have to be regarded 
as a quick liability. Furthermore, a sinking fund of $100,000 a year depleted the 
working capital by just that amount each year. 

2 December 23, 1910; April, 1911; July, rort. 

3 At the time the dividend was passed a note appeared in one of the Boston 
financial papers, which probably embodied a statement by the Company’s man- 
agement: — 

“The passing of the preferred dividend by International Cotton Mills, the big New York and 
Baltimore controlled cotton mill consolidation, follows a reduction in rate from 7% to 4% last October. 

‘« The present suspension, however, curious as it may seem, is not due to a business depression, 
although the company has had its share of this for 18 months. . . . 

‘« The fact of the matter is that there has been a virtual boom in duck and allied coarse goods, 
which International makes, such as has not been seen since the days of the Japanese war. . . . 

‘* But the money from this flood of new business will not be forthcoming for several months and 
jn the meantime International is, therefore, obliged to conserve its cash resources. Although a 1% 
payment is only a matter of some $44,000, the company felt that it could better use the money in its 
business, particularly if the new rise in cotton presages a higher cost basis. Resumption of dividends 
is likely by fall or winter at the outside. 

“* Although International Cotton is overwhelmed by a host of underlying liens, which sap earnings 
and which are the remnants of the ill-starred and highly capitalized Consolidated Cotton Duck Co., 
it is going ahead manfully in maintaining its property. In the 22 months since formation $1,500,000 
bas been spent upon replacements and repairs.” 


THE COTTON MILLS CORPORATION 393 


Strange to say, at the very time when the business of the Com- 
pany looked brightest, about May, 1912, there came the first 
suggestion of a reorganization. Some bankers in New York 
reported in a confidential statement, that the Company “ very 
probably will have to reorganize.” ! Yet no steps in this direc- 
tion were taken until the autumn of 1912, when the necessity for 
new money became so imperative that additional financing on a 
broad scale seemed the only means of reducing the heavy floating 
debt and of continuing the policy of refitting the mills. The 
need for more working capital was especially urgent, for the 
ordinary business of purchasing and manufacturing large quan- 
tities of cotton requires a liberal credit, fortified by ample reserves 
and net quick assets.’ 


1 Source cannot be disclosed. 

* The difficulties which the subsidiary companies were meeting, in seeking to 
rehabilitate the mills under the handicap of heavy prior liens and depressed general 
credit, is well illustrated by the litigation carried on by the outstanding income 
bondholders of the Mount Vernon-Woodberry Company. 

Soon after the reorganization of 1905, the Consolidated Cotton Duck Company 
acquired over 96 % of the issue of $6,000,000 of Mount Vernon-Woodberry Com- 
pany’s income bonds. Certain holders of these bonds, however, refused to accept 
the terms of exchange proffered by the Consolidated Company. A large part of 
the outstanding bonds — $164,000 out of $234,000 — were owned or controlled 
by interests associated with the Colonial (then the Real Estate) Trust Company 
of Baltimore. The bonds had been acquired by these interests from the original 
Parks syndicate. (Supra, p. 341.) On July 31, 1906, an attorney representing a 
committee of the dissenting bondholders made demands on the Duck Company to 
buy the bonds at cost and back interest, — else suit would be initiated. The Com- 
pany’s Executive Committee refused the demand. Finally, in 1909, after the 
Committee had sought in vain to compel the Trustee to institute suit against the 
Mount Vernon-Woodberry Company for the payment of interest, the Committee 
brought suit in its own name against the Mount Vernon, the Consolidated and the 
Turner Companies in the United States Circuit Court for the District of Maryland. 
The Bill of Complaint alleged, among other things, that the Mount Vernon Com- 
pany had (r) earned more than the payments authorized by the mortgage debt,— to 
wit, taxes, rentals, operating expenses, maintenance and the interest on the First 
Mortgage bonds, (2) made appropriations for depreciation which it was not 
authorized by the original mortgage to do, and (3) that the intercorporate relations 
with the Consolidated and Turner Companies were prejudicial to the good of the 
Mount Vernon Company and its income bondholders. The Committee declared 
that there had been a technical default in the interest payments on the income 
bonds, and prayed that the Court appoint a Receiver. The Mount Vernon-Wood- 
berry Company, in answer, denied the allegations and asserted its right under the 
provisions of the original mortgage to accumulate a depreciation reserve. The 
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After considerable negotiation between the President and the 
Chairman of the Board of Directors on the one side and private 
bankers on the other a tentative plan of reorganization was 
finally reached in November, 1912, and announced in the Balti- 
more newspapers November 28, 1912.1 A new corporation was 
to be formed, — presently called the International Cotton Mills 
of Massachusetts.2 This new corporation would acquire all the 
assets of the old International Cotton Mills Corporation of New 
York. It would issue approximately $6,400,000 of second pre- 
ferred 6% stock — entitled to no dividends for three years and 
thereafter to cumulative dividends —in exchange for the old 
preferred stock. The Company would issue its own common 
stock in exchange for 333% in par value of the old common 
stock. Additional capital would be raised by the sale of $2,000,- 
ooo of new first preferred 7% cumulative stock, with an equal 
bonus of common stock to the old stockholders, both preferred 
and common, and the sale of $5,000,000 in three year 6% notes 


charges to depreciation had only amounted to $682,600, for a period of ten years. 
(Supra, p. 372.) The attorneys for the Mount Vernon Company somewhat sar- 
castically remark that the income bondholders “ alternately weep over the alleged 
efforts of defendant to maintain the efficiency of its plant and deplore the alleged 
failure of defendant to sustain the value of the good-will of its business.” (Answer 
of Mount Vernon Company, p. 50.) The criticism of bondholders, the principal 
of whose lien would not fall due for over forty years, of a charge to depreciation 
averaging $68,260 a year on mills costing over $11,000,000, is probably without 
parallel in the recent history of American finance. The entire controversy was 
referred to a special master of the Federal Court who, in general, upheld the posi- 
tion of the Mount Vernon-Woodberry Company. Judge Rose, in his decision, 
upheld the contentions of the Mount Vernon Company, that depreciation was a 
just and proper charge. See note 2, page 372. 

Details of this note from Bill of Complaint and answers. Whitridge 7. Mount 
Vernon Cotton Duck Company. 

1 See The Baltimore Sun, November 28, giving account of a meeting held on the 
27th under the auspices of S. Davies Warfield. The general features of the plan 
of the reorganization were reviewed in much the same form as they were definitely 
announced four days later. 

2 The majority of the facts stated in this paragraph are derived from the Deposit 
Agreement of December 2, 1912, issued to enlist the support of the members of the 
old Loring-Crocker syndicates, which still held practically all of the stock of the 
International Cotton Mills Corporation of New York. 

3 Each old stockholder would receive 109 % in new second preferred stock. The 
9 % was intended to partially compensate for the loss in dividends for three years. 


INTERNATIONAL 


COTTON MILLS CORPORATION (NEW YORK)! 


NEW CORPORATION (UNNAMED) 


Undisturbed Securities New Securities 
Fixed amas Conti t (G) N 
ixe toc ontingen ommon ew ; 
Bonds Charges (Income Charges Stock Money : Preferred . First Second Preferred : Common Stock 
Fixed Stock Contingent f Stock Contingent 
Bonds) Bonds Charges (Income Charges Notes ts ated Charges 
Bonds) Loc Single | Aggregate Single | Aggregate 
Mount Vernon-W oodberry Cotton Duck Company: 

Mimeteriging RODS so-so eic fote Sas So ale ais Bia Se oie) ee wigyeers $650,000 $39,000 $650,000 $39,000 

ert Martone Bonds yy 6 eters ees. $ wis vieiwe apie tioss 8,000,000 400,000 Ahi aire 8,000,000 400,000 

RPCOMIE ORGS ro sie choice & sis Be 3.c 4 8 ah e\sinrn\aiayslev¥ 01d aise loans $242,000 $12,200 $242,200 $12,200 
Consolidated Cotton Duck Company: 

Rindexiying Ons Feo lee ec, sae cialvic oe  ciniew o'o.0. 6 hedewelsreics 145,000 9,959 145,000 9,950 
J. Spencer Turner Company: 

Piehesitrme Bonds) owas cerelaeralninte eos: ctele siers\er sizetare's'e sen oieae 1,482,000 88,920 1,482,000 103,740 
Bay State Cotton Corporation: 

Wiest Prelerred: Stoke ocs a eicverc cee oral stnie ob sls sess pelelwieceaisisnace 266,600 18,662 266,500 18,662 
International Cotton Mills Corporation (Old): 

Canwertiple Notes-n. pate eres cre ete oi sissas kein os mee ie 1,900,000 114,000 

ETERS TET SCOR Kets one, Sere ovelgs ola Sav. esc ahaa eis Sr S Sa 6% Scie uals 5,809,400 406,658 aac 109% | $6,332,246 | None—3 yrs. 

BOT) fired Ala Ae iin eer ar MOIR CIA ROO ICRC Canc $7,676,205 bore a ae 334% | $2,558,765 
Seapek MORES Mn SH BSCTED GION tere Mar erars) sess dnc amie eu beiale ale mvstateigie ie ire $2,000,000 ieee at $2,000,000 $140,090 2,000,000 
Lee, Higginson & Co., and Blair & Company (Bankers) ......... 4,075,000 $5,000,000 $300,000 
Comuansuan, to. Bankers eaten fis etre crererecaranie she) ereladess¥sidin See ewiese Se 

EU est lS ee oath oor cc loses or Na opos wt chollona iecah eta os, 0 6 Sana ener $12,177,000 $651,870 | $6,318,000 $437,520 | $7,676,205 | $6,675,000 $8,795,000 $448,050 | $1,990,800 $134,602 | $5,000,000 $300,000 | $2,000,000 $6,332,246 $140,000 $5,558,765 
MARY Change 
SUMMAR Old New Amount Percentage new to old 
Securities bearing Interest: Charges): 3.1.0. <a.0ocissie's e/e' oiseiars occieie $12,177,000 $13,705,000 +$1,618,000 114% 
Securities bearing Interest and Contingent Charges ............. 18,495,000 24,118,046 + 5,623,046 131% 
Total Securities 4.0105 wicets ep wetees eetevelertn veh hie pers ocheetteaeete 26,171,205 209,676,811 + 3,505,516 113% 
Fixed: Chargesi.3.5icnssac ee eect cece ea ee 651,870 748,950 + 97,080 11s% 
Fixed ‘and ‘Contingent Charges i ic.,.cncie secs ioe cece 1,089,340 ~ 1,023,552 = 65,838 04% 


! Omitting intercompany holdings not in hands of public, but including those hypothecated, 
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at approximately 933% to a syndicate of bankers comprising Lee, 
Higginson & Company and Blair and Company who would 
receive as compensation for their services $1,000,000 in new 
common stock. In brief the reorganization was to involve the 
refunding of the 7% first preferred stock into new 6% second 
preferred stock, the cancelling of two-thirds of the common 
stock and the acquisition of approximately $6,675,000 in new 
capital.! The general changes contemplated by the plan may 
be seen from the table on the following page. 

As practically all the stock of the International Cotton Mills 
Corporation was held under the three Loring-Crocker syndicates, 
and the participation certificates were narrowly held by the 
comparatively few men who had subscribed, it was relatively 
easy to secure the necessary consent of the syndicate members 
to the reorganization. Accordingly, there was printed and 
distributed among the members a Deposit Agreement dated 
December 2, 1912, and in a short time practically all the members 
of the syndicate had assented to the plan or expressed their 
willingness to do so. But unforeseen difficulties arose. As is 
clear from the description of the measures proposed, no assess- 
ment on any of the security holders was contemplated. Yet 
the plan required the investment of nearly $7,000,000 of new 
money, upwards of $5,000,000 of which must surely be sub- 
scribed by the bankers and even more if the stockholders failed 
to take up their allotments of first preferred stock. Clearly the 
bankers held the key to the entire situation, for the investment 
of a large amount of money was essential to the success of the 
new corporation. They realized this and refused to continue 
the negotiations unless more advantageous terms were offered 
them, alleging that the earnings were not as great as had been 
anticipated, and the changed conditions of the money market of 


1 Certain minor features in the plan of reorganization call for brief comment. 
It was intended to exchange the J. Spencer Turner Company’s 6 % debenture 
bonds for new J. Spencer Turner Company’s 7 % preferred stock. This change 
was distinctly wise as it would improve the general credit of the new Company’s 
principal selling agent. The five year 6 % convertible bonds were to be refunded. 
A large part of the new capital was to be used in cancelling the intercorporate 
obligations and paying the machinery notes. 


396 PROMOTIONS AND REORGANIZATIONS 


the spring of 1913 made the sale of the notes to the public more 
difficult.1. Moreover, certain men, connected with the technical 
side of the business, never looked with favor on the plan because 
of its complicated structure and the large volume of securities 
to be issued. They had been trained to believe the simplest 
form of financing was the best for cotton mills and looked with 
suspicion upon the complex structure which the plan of Decem- 
ber 2d set out to rear. Asa result, the plan was set aside in the 
interest of a more drastic reorganization, having as its end a new 
corporation with the simplest financial form that the variety of 
old securities would permit. After long negotiations the Com- 
pany, which was represented in the bankers’ negotiations by its 
Chairman, announced an entirely new plan of reorganization. It 
was called the “modified plan” in the letter to the Committee 
mentioned in the Deposit Agreement,” but was, in reality, entirely 
different in essential particulars from the proposed reorganiza- 
tion plan of December 2, 1912. As this final plan led to one of 
the most, if not the most, complex reorganizations in the finan- 
cial history of industrial corporations, it is advantageous to 
enter, in some detail, into its provisions. 

Four purposes were accomplished by the reorganization. The 
new company — called hereafter the International Cotton Mills 
of Massachusetts — was supplied with nearly $8,000,000 of 


1 There were undoubtedly foundations for both of these allegations. The 
complete earnings for the first part of the year 1912, which were all that were avail- 
able when the arrangements for the first plan were under consideration, were better 
than for the second half of the year. Added to this was the serious change in the 
market for investment securities. Not only did the prices for high grade securities 
fall almost continually from November, 1912, to June, 1913, but corporations 
everywhere resorted to short term note issues as means of temporary financing 
until the general investment conditions should presage a better market for long 
term bonds. In the early part of the summer of 1913, in response to this condition, 
there was issued an unprecedented volume of short term notes which disturbed the 
normal market for this form of security and made difficult the sale of another issue 
of three year notes even on a 6% or 7 % basis. 

2 Letter of S. Davies Warfield to “‘ W. J. Casey and H. L. Smith, the Committee 
named in the Deposit Agreement, dated December 2, 1912, Baltimore.” Letter 
dated April 19, 1913, and hereafter designated as letter of April 19, 1913. 

3 Of this gross amount, $75,000 was required as the commission to a sub- 
syndicate for underwriting $1,500,000 of the preferred stock; and $1,900,000 
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new money, the greater part of which was immediately avail- 
able for the payments on machinery and for new working capital. 
The old position of the United States Cotton Duck Corporation 
was restored, in so far as the International Corporation acquired 
the legal title to the Stark, Hogansville and La Grange mills 
and a stockholder’s interest in the mill properties owned by the 
old Mount Vernon-Woodberry Company. The internal finan- 
cial relations of the various subsidiary companies were much 
simplified. The stock interests representing the equities in the 
Mount Vernon and Consolidated Companies mills were reduced, 
so that the new Company emerged from the reorganization with 
little or no capitalization in excess of the actual physical value of 
its property. These results were accomplished only after intri- 
cate financing and numerous sacrifices on the part of the old 
stockholders. 

The most important of the ends attained was the subscription 
of a large amount of money, for it came at a time when need of 
working capital was especially urgent and when the Company 
faced the necessity of meeting payments on new machinery to 
which it had acquired only a leasehold right. This new money 
was obtained from four sources. The bankers’ syndicate, con- 
sisting of Lee, Higginson and Company, and Blair and Company, 
took $4,000,000 of a $5,000,000 issue of 6% five year notes,' 
paying the Company $3,600,000. A syndicate was formed * 


(approx.) was required to pay off the old Blair and Company’s convertible notes. 
The amount of new money, net, was therefore approximately $6,000,000. 

1 These notes were secured by a strong indenture which provided that while the 
notes were outstanding neither the new International Corporation nor the Bay 
State — which retained its separate existence — should “issue, guarantee or 
endorse any bonds, debentures, long time notes or similar securities, and will not 
mortgage or pledge any of the properties or securities which they now own.” It 
was planned that these corporations should have no bonded debt, so that the notes 
were a first lien on the Stark, La Grange, and Hogansville mills, and a first lien on 
the Bay State group of mills except for the outstanding issue of $266,600 of first 
preferred stock. 

2 Managers: Robert F. Herrick, of Fish, Richardson, Herrick, and Neave, 
Attorneys; and Edwin Farnham Greene, of Lockwood, Greene and Company, 
textile mill engineers. As indicated by note 3 on the preceding page a sub-syndicate 
had to be formed to take over half the underwriting. It was arranged by the 


Chairman of the Board of Directors. 
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which underwrote $3,000,000 of first preferred 7% cumulative 
stock (with a bonus of the same amount of common stock) at 
par, without commission. The privilege was offered to the old 
preferred stockholders of subscribing to this syndicate to the 
extent of 30% of their holdings and to the old common stock- 
holders to the extent of 15% of their holdings! The sale of 
these stocks procured $3,000,000 for the new Company. In 
addition to the sale of the notes and preferred stock, the old J. 
Spencer Turner Company was provided with $800,c0c0 in new 
capital, by the sale of $1,000,000 of its new preferred stock and 
the new Company was guaranteed $600,000 through the sale of 
$650,000 in underlying mortgages.? These two operations may 
be understood better in connection with the new internal financial 
operations, to be described presently, but they resulted, objec- 
tively, in an increase to the net working capital of the whole 
consolidation. ‘The various sources from which the new capital 
was derived may be seen at a glance from the following table: — 


a4 Total 
Securities Par Value Rate of Sale New Money 
FivesVear69,1Notesseee eee $4,000,000 90 % $3,600,000 
(Commission of Common stock to bankers) 1,200,000 
First Preferred 7% Cumulative Stock ... 3,000,000 100 % 3,000,000 
(Bonus of Equal Amount of Common 
Stock ite scscuchsterrch tetera ons eae dca 3,000,000 
Preferred 7% Cumulative Stock of the 
J. Spencer Turner Company .......... 1,000,000 80 % 800,000 
Underlying Bonds and Notes ........... 650,000 924% 600,000 
$12,850,000 $8,000,000 
Commission to sub-syndicate for under- 
writing $1,500,000 of preferred stock 
(Deduction) wceciyopesaitrastieers 75,000 
Total New Money Available ........... $7,925,000 


As a result of these transactions upwards of $8,000,000 of the 
new money was obtained. It involved a charge to the Company 


* As most of the old stocks were held in one or another of the three Loring- 
Crocker syndicates, the old stockholders meant the holders of the participation 
certificates. The response of the stockholders was not encouraging, — which 
necessitated the formation of the sub-syndicate mentioned in the preceding note. 

> The Tallassee Falls mills ($250,000) and the prior lien notes on the Columbia 
mills ($400,000). These securities had been in the treasury of the Consolidated 
Cotton Duck Company. On its liquidation they were taken over by the new 
International (Mass.) Corporation which then contracted to sell them to the 
bankers for not less than $600,000, prior to January 1, 1914. 
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in excess of 8%, presuming that the dividends on the first pre- 
ferred stock were to be paid. 

The second object obtained through the reorganization was a 
simpler internal financial structure. The intricate inter-corpor- 
ate relations had resulted in an almost hopeless tangle of direct, 
indirect and contingent liabilities on the part of the various 
corporations. The first necessity, from the point of view of the 
Company’s credit, was to separate those mills covered by the 
old Mount Vernon-Woodberry first mortgage bonds from those 
which were not encumbered by important underlying obligations. 
Accordingly, the new International Cotton Mills (Massachusetts) 
after paying off small mortgages of $145,000 on the Georgia 
mills,' acquired an absolute title to the old United States Cotton 
Duck Corporation’s mills, — the Stark, the La Grange, and the 
Hogansville. For these mills it was the operating Company. 
It also acquired the stock and income bonds? of the Mount 
Vernon-Woodberry Cotton Duck Company from the old Con- 
solidated Cotton Duck Company, which then ceased to exist as 
a corporation. In this way the International Company obtained 
whatever value lay in the equity of the old Mount Vernon-Wood- 
berry Company’s mills without assuming any obligation with 
respect to the first mortgage bonds. It pursued the same course 
toward the J. Spencer Turner, the Bay State Cotton and the two 
Canadian Companies; so that the new International Cotton 
Mills corporation became an operating company with respect 
to three of its mills of which it had a perfect title and merely a 
holding company for the stock of the other mills. To obtain 
this simplification many changes were required. The extinction 
of the Consolidated Cotton Duck Corporation alone involved 
intricate readjustments. It had made heavy advances to the 


1 $125,000 lien on the La Grange mill was immediately liquidated by borrowing 
the necessary money. The $20,000 notes of the Hogansville mill were gradually 
liquidated, — $5,000 at a time. The bankers insisted that these old liens should 
be removed, and that the three mills of the old United States Cotton Duck Cor- 
poration — the Stark, La Grange, and Hogansville— should be acquired by the 
new International Corporation free from all underlying burdens. 

2 99.86 % of the stock and 96 % of the income bonds. For controversy concern- 
ing the outstanding 4 % of the income bonds, see supra, p. 393. 
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Mount Vernon-Woodberry Company, which the latter was in 
no position to pay;! it was directly or indirectly liable on notes 
issued by the Turner Company. As finally arranged, some of the 
new money was devoted to liquidating these obligations, and 
those that remained were taken over as assets by the Turner 
Company. The latter increased its common stock — all held 
by the International Corporation — from $500,000 to $1,795,- 
662.23 in order to create a liability in its own accounts, which 
could forthwith become an asset on the books of the holding 
Company.? In other words nearly $1,300,000 of old debt was 


1 At the time the obligations of the Mount Vernon-Woodberry Company to 
the Consolidated Cotton Duck Company were approximately $2,460,000. 

2 This ingenious method of financing can hardly call for commendation, and has 
an excuse only through the exigencies of accounting. As the Turner Company’s 
common stock was entirely held in the treasury of the International, it was of little 
consequence whether its par value was $1 or $10,000,000. It had been fixed 
originally (in 1906 when the Turner Company was reorganized) at the convenient 
amount of $500,000, all having been issued directly to the Consolidated Company 
merely as compensation for guaranteeing the $2,000,000 of the Turner Company’s 
debenture bonds. This nominal par value of $500,000 was increased by $1,295,- 
662.25 as a means of capitalizing that portion of the debt of the old Mount Vernon- 
Woodberry Company which was considered uncollectible. The common stock 
of the Turner Company represented no increased value or earning power; yet it 
appeared on the balance sheet of the new International Cotton Mills corporation 
as an asset of $1,795,662.25 (see statement below) when over two-thirds of the 
amount represented uncollectible debt, — the relic of the Mount Vernon-Wood- 
berry Company’s past misfortunes. In the published statement of the Inter- 
national Company, — on the basis of which the notes were sold by the bankers, — 
no explanation of the item was made, nor was any effort discernible to explain the 
basis of a large part of the Turner Company’s assets represented by the Mount 
Vernon Company’s notes. Such methods of accounting are without doubt tech- 
nically correct. The books were audited on behalf of the bankers by Herbert F. 
French & Company, of Boston. Yet such technical evasions, without proper 
explanation, defeat the fundamental purposes of accounting, by leading to con- 
fusion in the interpretation of a statement. It has been remarked, and it is 
the firm conviction of the present writer, that methods of accounting between 
a parent company and its subsidiaries are prone to give rise to deceptive entries. 

The date and structure of the statement are also somewhat peculiar. The 
auditors took the balance sheet of December 31, 1912, and made such changes as 
would be brought about by putting into execution the modified plan of May 10, 
1913. In this way the statement failed to show the actual condition of the busi- 
ness at any one date. A new balance sheet, depending on a new inventory, would 
have required too much time, had the bankers wished to use it in the sale of their 
notes, — but a new balance sheet, correct at a single, definite moment of time, 
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capitalized, by merely increasing the par value of the Turner 
Company’s stock on the books of the holding corporation; and 
$1,100,000 was taken over by the Turner Company as notes to 
be gradually liquidated by the Mount Vernon Company in the 
course of its business. In addition to its common stock the 
Turner Company authorized an issue of preferred 7% cumula- 
tive stock, which would amount, when the refunding was com- 
plete, to $2,450,000. Of this preferred stock $1,000,000 was 


would have been the only form of statement that did not violate the logical prin- 
ciples of accountancy. 


ASSETS 

Real Estate, Buildings, Plants and Machinery ....... $7,072,272.46 
Other Machinery owned, but leased to the Mount 

Vernon-Woodberry Cotton Duck Co. ........... 720,907.58 $7,793,270.04 
Current Assets: 

Bills and Accounts Receivable ..............+.. $305,184.00 

Inventory nie eae e ee ocr eh die oceteretes = oho 1,838,677.35 

Prepaid Insurance and Interest ...............-- 50,153.90 

(Ohne OPS. pe ene cote on BODO Hole eran 1,302,402.53 


Bonds and Notes of other companies, already con- 
tracted to be sold at not less than $600,000 
cash prior to January I, 19014 :............- 600,000.00 4,186,507.78 


Securities owned, etc., representing chiefly equities in 
Subsidiary Companies, and valued on the books 
of the Company as follows: 


J. Spencer Turner Co., entire Common Stock ....  $1,795,662.25 
Securities carrying control of capital stocks of 
“ Cosmos’ and ‘“ Imperial” Mills ......... 568,440.00 
Securities representing control of Mount Vernon- 
Woodberry Cotton Duck Co., etc. ......... 3,536,257.60 
aif a 5,900,359.85 
Miscellaneous Securities ........--cceseeeressreeees 260,626.66 
Motalameeieciaten sae otis cise clos coelelels, ole $18,140,764.33 
LIABILITIES 
Five Year 6% Gold Notes (authorized $5,000,000) ... $4,000,000.00 
Preferred Stock, 7% Cumulative (authorized $10,000,- 

(ator | Bee ee ambos ORT Oona a icr arUngo onan. 3,000,000.00 
Common Stock (authorized $10,000,000) ........-+.: 10,000,000.00 
Outstanding balance of First Preferred Stock of Bay 

State Cotton Corporation (callable at 110) ...... 266,600.00 
*Current Liabilities: 

Accounts Payable .........-.---sseeeeeeeeeees $652,107.33 

Reserves for sundry contingencies ........+-+++- 221,967.00 874,164.33 

DOC ell arete ei Sikes xe tact kant ehe adv avenetane 21 end $18,140,764.33 


(Balance sheet from Bankers’ circular offering the notes to the public.) 


» In addition to the above liabilities the Company had contracted for $165,000 of machinery 
which is not included in the assets given above nor in the liabilities. 
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immediately sold to the bankers for $800,000 and the rest was 
reserved to refund the entire outstanding debenture bonds of the 
Turner Company.! 

The reorganization involved great sacrifices on the part of the 
old stockholders.? The preferred stockholders were given 77% 
of new common stock for their old preferred stock, — whereas in 
the tentative plan of December 2, 1912, they were allowed 109% 
in new second preferred stock. The common stockholders 
were allowed only 163% in new common stock, but this allot- 
ment was distinctly more favorable considering the value of 
their security than that proffered the preferred stockholders.* 
It should be remembered that neither the reorganization of 1910 
or of 1913 followed an admitted insolvency of any of the sub- 
sidiary companies. In the letter to the Loring-Crocker Syn- 
dicate Managers, the President of the International Company 


‘ The details were approximately as follows: Outstanding Turner Company’s 
debenture bonds $1,482,000, which, through sinking fund operations, would soon 
be reduced to approximately $1,450,000. A syndicate was formed which guar- 
anteed to effect the exchange of the entire issue of 6 % bonds into 7% preferred 
stock. The bonds could be called at par. The syndicate had no difficulty in 
securing the almost immediate conversion of over $800,000 of the issue. The 
syndicate was allowed at first a year to accomplish the refunding, but the time 
was subsequently extended. 

* The Chairman of the Board of Directors, in his letter to the Deposit Agree- 
ment Committee dated April 19, 1913, states: — 

“Under the modified plan no Second Preferred Stock will be issued. The Second Preferred Stock 
originally proposed was to be issued under contract that no dividend (which was limited to 6%) could 
be paid thereon until after three years. It seemed not unlikely that a dividend would not be paid on 
the Second Preferred Stock until one was also paid on the Common Stock; furthermore, it was to be 
redeemable at par; features then not regarded as altogether satisfactory. The market position of a 
Second Preferred Stock issued under such conditions was doubtful. There will now be two issues of 
stock only — Preferred and Common. After providing for the above-mentioned comparatively 
small amount of Preferred Stock, represented by cash, all the equity in the property and all net earnings 
under the modified plan belong to the Common Stock, without limitation as to the time of payment 
or the rate of dividends thereon.” 

The Chairman of the Board was right in stating that the market position of a 
second preferred stock was doubtful, — yet far less doubtful than that of the 
common stock of the plan finally adopted. The Chairman of the Board states in 
the closing paragraph of his same letter, — 

“In my negotiations with the bankers, which have extended over the past eight months, my sole 
object has been to secure for my fellow stockholders — for those Iam especially authorized to repre- 
sent and for myself — the adoption of the best plan possible, consistent with the adequate financing 
of the business, and to retain for the stockholders the largest equity possible.” 

* The provisions of the reorganization may be found in a printed letter of S. 
Davies Warfield to the Deposit Agreement Committee, dated April 10, 1913. 
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prophesied earnings of 7% on the preferred stock and over 10% 
on the common stock. Especially in 1912, the Company had 
met with excellent trade conditions so that no vitally different 
conditions existed in 1913 from those present in 1910 when the 
Syndicate Managers were soliciting subscriptions to their syndi- 
cate; yet now the subscribers were asked to accept voluntarily 
$93.33 in new common stock in return for their money contribu- 
tion of $100.4 On the basis of a valuation of $30 a share for the 
new common stock? ¢he members of the syndicate would be 
able to liquidate their participation certificates for exactly 28% 
of the amount they had cost them, — this in the face of no 
failure of the Company but rather the rehabilitation of its mills 
and three years of comparative business prosperity.’ The first 
preferred stockholders of the old Bay State Cotton Corporation, 
who exchanged their shares for those of the International Cotton 
Mills Corporation of New York, were offered, in the reorganiza- 
tion of 1913, $84.70 of new common stock for each of the original 
shares of Bay State Cotton Corporation? stock, — that is a 
market value of $25.41, for stock originally costing the investors 
$100.5 All things considered, the reorganization was particu- 


1 Syndicate subscribers were allotted $100 in preferred and $100 in common 
stocks of the old International Company of New York for $100 money subscription. 
The old preferred stock was now given $77 in new common and the old common 
$16.33 in new common stock of the International Company of Massachusetts. 

2 This was the price offered by the bankers at the time of their sale of the notes. 

3 Tt is difficult to compare with exactness the results to the syndicate members 
had the original plan of December 2, 1912, been adopted. Taking $100 in old 
preferred stock and $100 in old common stock, — representing an original sub- 
scription of $100, — the syndicate member would have received $109 in new 
second preferred and $33.33 in new common stock. All things considered, such a 
second preferred stock would have probably commanded a market of about $58 a 
share. The common stock would have been a little less valuable than that created 
in the final plan, worth perhaps $20 a share. If these figures are approximately 
correct for purely hypothetical values, the syndicate subscribers would have re- 
ceived securities of about $70 in money value, — against common stock worth $28 
in money value as determined in the final plan. 

4 $100 Bay State first preferred = $110 International Cotton (N. Y.) preferred 
= $84.70 of International Cotton (Mass.) common. 

5 Fortunately no large proportion of the public holders of the first preferred 
stock had surrendered their shares though the men in control of the Company 
had. This was particularly unfortunate because it was these men in control of 
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larly favorable to the bankers’ syndicate and to the first mortgage 
bondholders of the Mount Vernon-Woodberry Company. To 
both of these classes it was conspicuously more favorable than 
the plan of December 2, 1912. The bankers’ syndicate acquired 
the notes at a lower price, and its commission in stock was raised 
from $1,000,000 in a less valuable to $1,200,000 in a more valu- 
able security.! It was the sacrifice and penalty the Company 
was compelled to pay in order to obtain new working capital at a 
time when market conditions were notably unfavorable. The 
Mount Vernon bonds were strengthened by a strengthening of 
the general credit of the holding Company. The Mount Vernon- 
Woodberry Company in particular was made stronger by the 
stronger position secured for Turner Company and by the liqui- 
dation of a large amount of its floating debt. 

Except for the point of view of the old Loring-Crocker syndi- 
cate subscribers, the reorganization was eminently wise and 
conservative. Its weakest point lay in the fact that the Mount 
Vernon-Woodberry first mortgage bonds remained undisturbed; 
its strongest point lay in the new capital provided. Ample 
amounts of money were supplied at a time when working capital 
was very hard to obtain at any price, and the active support of 
strong banking interests was secured. The old complexity of 
intercorporate accounting and financial operations were done 
away with in a large measure and the Cotton Duck Consolida- 
tion emerged with a lower net capitalization and a better or- 
ganized financial structure than it had ever before possessed. 
the Bay State Corporation who had come to the rescue of the old Consolidated 
Company, when it was on the brink of bankruptcy, and whose efforts had accom- 
plished everything of permanent importance since the reorganization of 1910. 
The old management of the Consolidated Company had sold out their holdings to 
the Loring-Crocker syndicates at the critical time, and had shifted the burden 
to the very shoulders upon which the reorganization of 1913 bore hardest. 

1 The gross profit to the bankers’ syndicate was as follows: the notes were 
sold to the public at 98 % with bonus of one share of stock or 953 % without the 
stock. The gross profits, therefore, on the notes amounted to approximately 
$220,000. Counting the stock as worth $30 a share, at which Lee, Higginson & 
Company valued it for their customers, the $1,200,000 of stock had a value of 
$360,000. The gross money profit amounted approximately to $580,000 in money 


value out of which, of course, the bankers’ syndicate had to meet their own expenses 
and the expenses of selling the notes to the public, 


INTERNATIONAL COTTON MILLS (MASSACHUSETTS) 


INTERNATIONAL COTTON MILLS CORPORATION (NEW YORK)! 
Breterred Undisturbed Securities NewiSeountiea 
Band Fixed Stock Contingent Common New 
OUR Charges (Income Charges Stock Money ; ot ; : Cc Stock 
Bonds) Bonds Fixed Stoc Contingent Notes Fixed Preferred Contingent bomen ts 
Charges (Income Charges Charges Stock Charges 
Bonds) Single | Aggregate 
Mount Vernon-W oodberry Cotton Duck Company: 

Minderlying Bondsi sc ctere siete sine ieyo crcietaie cfateisierers elsvsieiwtess $650,000 $309,000 $600,000 $650,000 $39,000 

irate Nrorceare: BONUS ee me aoe cites ates sinensis smtanckoiers 8,000,000 400,000 ares ents 8,000,000 400,000 

ANcerreds On sae eters etc ieacats batcrer warnc ini stave niaiciereie’s:¢ $242,000 $12,200 $242,000 $12,200 
Consolidated Cotton Duck Company: 

rider ly rite OU S ares tere stelerccte) icra stares iatarere ie erciole sielnie iets 145,000 9,950 
J. Spencer Turner Company: 

Debenture (Honds wee een rye sree tere tre elastase er 1,450,000 87,000 mane 1,450,000 IOI,500 

Preferred Stockease sa derarsisreveres eaves pavareie ehavovere slereay ses ar 800,000 1,000,000 70,000 

Common Stock (all in treasury)? ...............0e-eee. ; 

Bay State Cotton Corporation: 

Bir Preterred Stock: weet ate otarster siete! o elo stetelele oleic) sila + sist 266,600 18,662 266,600 18,662 
International Cotton Mills Corporation (N. Y.) 

@onverti bles Notes emer tasteless rns siyelors eke et eens evaotanal «fous 1,900,000 114,000 

Preferred SCOCK Mit clee ese cee a rot tere Ocrtia chs Siew rer aeecakeveisvere 5,800,400 406,658 ube & 

(Common Stocks sg crete oeitale eerste ese ite = terre ares $7,676,205 on vs hes elones 
Stockholders Subscription (Herrick-Greene Syndicate) ....... oan toer Nock : $3205 ce Le : poe 0 - 253,794 
Bankers; Syimdicate eases iete cts eniatntel es ately eisa te wie heste on 3,600,000 Spetsocs Pepi ,000, ) 3,000,900 
Commission to Bankers’ Syndicate .............-2--eeeeees 

1,200,000 
I Was PAE OR ANAC ES a a ica Sle any Aarts ee Ce A $12,145,000 $640,950 | $6,318,000 $437,520 | $7,676,205 $8,000,000 | $8,650,000 $430,000 | $2,958,600 $202,362 | $4,000,000 $240,000 | $3,00c,000 $210,000 $0,696,032 
Change 
SUMMARY 
Old New Amount Percentage new to old 

Securities bearing Interest Charges .............e0eeeeeeees $12,145,000 $12,650,000 + $505,000 104% 

Securities bearing Interest and Contingent Charges ......... 18,463,000 18,608,600 + 145,600 101% 

TotalsSectirities meester reset rtetereil ket veneers ater re lot oss 26,130,205 28,304,032 +2,165,337 108% 

ixed\( Charges ag. citer istte ie erraiattersis a strareselateraretsincleve oi nieieesn 649,050 679,000 + 209,050 104% 

Bixed and Contingent ‘Chargestaaacrim ccireerslcmiiats sielietarelele) = alale 1,087,470 1,091,362 + 3,892 100% 


1 Presuming the completion of the refunding contemplated by the reorganization. 
2 The Common stock of the Turner Company, held in treasury of the International Corporation, was raised from $500,000 to $1,795,662.25, — the difference, $1,295,662.25, being capitalization of old debt. 
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The financial readjustments of the entire reorganization may be 
seen from the table on the next page. 

Aside from the financial adjustments accomplished by the 
reorganization, most important changes were effected in the 
management. The strong technical support brought to the old 
International Cotton Mills Corporation of New York by Mr. 
P. T. Jackson, Jr., and his associates was further reinforced by 
placing much of the direct management in the hands of a firm 
of mill engineers 1 of successful experience in the management of 
New England textile enterprises.2 Through their efforts the 
loose consolidation of mills developed into a compact unit, in 
which improvements of technical management became foremost. 

Yet the long period of financial readjustment was by no means 
over. In January, 1914, it appeared that the Mount Vernon- 
Woodberry group of miils was not earning enough to pay the in- 
terest on its bonds. The management therefore very wisely gave 
notice that the March, 1914, interest would not be paid, and in 
due course of time the trustee of the bondholders took possession 
of the Mount Vernon-Woodberry mills and operated them inde- 
pendently of the International Company’s. In order to secure 
the necessary new working capital the trustee of the bondholders 


1 Lockwood, Greene and Company. 

2 Tt is interesting to note the shift of control of the consolidation from Baltimore 
to New England. The Mount Vernon-Woodberry Cotton Duck Company was 
entirely a Baltimore enterprise; with the formation of the United States Corpora- 
tion the influence of New England appeared. In the International Cotton Mills 
Corporation of New York the influence of New England men became dominant 
on the technical side, and with the formation of the International Cotton Mills of 
Massachusetts the consolidation passed into the absolute control of New England 
interests. The summary.of the various boards of directors shows this objectively. 


Mount < : 
United Consoli- Interna- 
Bae R- States dated tional foie, 
Cotton Duck | Cotton Duck | Cotton Duck | Cotton Mills Cotton Mills 
r on Luck! Corporation | Company | Corporation (Mees 
300 1903 1906 (N.Y.) 1910 Sole 
ST Cae 
PB altiMlOLe mete eletaversiete-sinieletee 13 14 II 4 3 
Mew Loren osc cs tae ie usies 3 6 3 5 4 
New England sii). s.0s0.-% I 3 I 7 8 


ae a 
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obtained the consent of the court to the issue of “ trustee’s cer- 
tificates ” which were bought by the Turner Company.! These 
certificates were analogous to receiver’s certificates. With this 
separation the history of the old Mount Vernon-Woodberry 
Company may be said to have reached its final chapter. The 
outward lines of disintegration had reached such depth that the 
great consolidation had begun to fall apart by its own weight. 
The history of the Cotton Duck Consolidation divided itself 
into two periods. There was the long period from 1899 to 1910, 
during which, with inefficient management and improvident 
financial administration, the succession of companies sank deeper 
and deeper into quagmire. There was the comparatively short 
period, during which a new and abler management sought to 
rehabilitate the depreciated mills and reorganize the complex 
financial structure. During its entire history there were four 
more or less complete reorganizations, two of which were pre- 
ceded by unsuccessful plans. These four reorganizations were 
alike in certain distinct characteristics. No one of them fol- 
lowed an admitted failure; no one of them was put through 
with an assessment on any security holder; and no one involved 
drastic cutting down of either fixed charges or total issued 
securities. This is clearly seen from the following figures: 


Fixed Charges Total Securities 

Mount Vernon-Woodberry Cotton Duck Company ... $350,000 $22,500,000 
United States Cotton Duck Corporation ............. 350,000 25,750,000 
Unsuccessful Reorganization of the United States Cotton 

Duck Corporationyriaci acetic. heen ee 589,000 27,075,000 
Consolidated Cotton Duck Company ............... 426,750 21,175,000 
International Cotton Mills Corporation (N. Y.) ...... 657,870 26,271,000 
Unsuccessful Reorganization of the International Cotton 

Duck=Corporationi(N.sVs) ees ane ootice oe eee: 748,950 29,677,000 
International Cotton Mills (Mass.) ...............0 679,000 28,305,000 


From this table it appears that the net fixed charges have risen 
with each reorganization from $350,000 for the original Mount 
Vernon-Woodberry Company to $679,000, for the last and final 
International Cotton Mills of Massachusetts. |The issued 
securities remained practically the same, but there was a steady 
increase of securities bearing fixed charges. This tendency has 
been the result of the policy of obtaining the new money at each 


* The Turner Company had at the time unfilled contracts calling for the delivery 
of the products of the Mount Vernon-Woodberry Mills. 
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reorganization from outside sources, thus demanding a new 
first lien security. Had the management procured the new 
money by assessment on the old security holders, or by refunding 
old bonds into stock, this gradual increase of fixed charges would 
have been unnecessary. 

The table on the following page summarizes certain signifi- 
cant changes accomplished by each successive reorganization. 

The noticeable thing is the gradual increase of actual money 
investment, as the result of the continual subscription of new 
money. The first marked discrepancy between the cost of the 
mills and the volume of securities grew less and less with each 
successive reorganization until, finally, in the new and final Inter- 
national Cotton Mills of Massachusetts the actual money 
investment and the capitalization were nearly the same. No 
less significant, too, were the same general tendencies, when 
expressed in terms of the spindle capitalization and net cost. 

One of the important considerations in a succession of reor- 
ganizations such as that presented by the Cotton Duck Consoli- 
dation is the burden borne by the various security holders. 
These reorganizations afford clear illustrations of the sacri- 
fices required of security holders, as no assessments were ever 
exacted nor were any of the reorganizations the result of a judi- 
cial winding up of the corporation. An original security holder 
had merely to exchange his certificates, as each plan was presented 
to him, so that the original investment may be traced through 
each succeeding reorganization, without increase by reason of 
assessment or diminution by reason of forced liquidation. Such 
a comparison shows clearly the final results to every class of 
security holder that has, at one time or another, acquired an 
interest in the Cotton Duck Consolidation. In detail the com- 
parison shows clearly that, despite the varying fortunes of the 
consolidation, the holders of the original Mount Vernon-Wood- 
berry first mortgage bonds have suffered least. They have 
received their interest continuously and had, until recently, 
securities worth nearly as much today as in 1899, — the price of 
which has reflected but little the continual misfortune of the 
Company. The preferred stockholders of the old United States 
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Cotton Duck Company, whose lien was parallel to that of the 
Mount Vernon-Woodberry first mortgage bonds, suffered conspic- 
uously when they surrendered their first lien on their mills. 
(Table on next page.) And in general, this illustration points to a 
general principle, — the holders of a first lien security are in an 
impregnable position unless the holders of the junior securities 
permit a receivership of the company or succeed in persuading 
them to surrender their lien. This same principle is admirably 
illustrated by the difference of position between those of the Bay 
State Corporation’s first preferred stockholders who exchanged 
their stock for that of the International Corporation and those 
who retained their old securities. The former were compelled 
in the next reorganization to accept a lessened par value in com- 
mon stock, while the latter class still retained their superior lien 
on the most valuable, comparatively, of all the mills. The 
table on the next page shows that the earlier interests, after the 
first failure of their enterprise, suffered less in the later reorgani- 
zations than those who had entered the combination at a later 
time. Thus the subscribers to the United States Cotton Duck 
Corporation purchase money syndicate, after undergoing three 
reorganizations, received finally securities worth $14.98 for each 
$100 originally subscribed, while the subscribers to the Crocker- 
Loring syndicate received $28 in money value at the succeeding 
reorganization for each $100 originally subscribed. When 
securities become of little market value, by reason of the con- 
tinual failure of an enterprise, almost any reorganization con- 
summated without assessment or foreclosure will probably 
improve their value; when securities possess a high value, or 
represent money recently subscribed, any real or fancied diffi- 
culty confronting the company will produce a sudden and violent 
depreciation of their value." 

From the point of view of economic history, the long con- 
tinued failure of the Cotton Duck Consolidation attests in clear 


1 Witness, for example, the rapid depreciation in the value of the M. Rumley 
Company’s preferred stock in 1913 as a result of difficulty in obtaining adequate 
working capital; the rapid depreciation of the American Express stock in 1913, as 
a result of the decisions of the Interstate Commerce Commission. 
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language to the extreme — perhaps uusurmountable -- diffi- 
culty of obtaining a man with skill of management sufficient to 
manage a large and scattered group of mills as efficiently and 
as economically as the man of ordinary ability can manage a 
single mill. The success of the small competitors during the 
period of the consolidated company’s failure testified that the 
theoretical economies of large-scale production may be easily 
overbalanced by the purely human element of inefficient bus- 
iness ability. 
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CHAPTER XV 


THE PROMOTION OF THE ASPHALT CONSOLIDATION 


Early history of the asphalt business, 443; the Barber Asphalt Paving Com- 
pany, 414; the organization of the asphalt supply companies, 415; the London, 
promotion, 413; the Alcatraz group of companies, 419; competitive conditions of 
the asphalt business in 1899, 420; incorporation of Asphalt Company of America, 
421; details of the acquisition of the subsidiary companies, 423; the Warren-Scharf 
Company, 426; The United Asphalt Company and direct promoters’ profits, 428; 
profits in the promotion of the Asphalt Company of America, 429; the Alcatraz 
group of companies, 430; the value of the property acquired by the Asphalt Com- 
pany of America, 432; early history of the Asphalt Company of America, 435; 
competition by National Asphalt Company, 437; absorption by the National 
Asphalt Company, 440. 


CHRONOLOGICAL SUMMARY 


1874. First asphalt pavement laid in America. 
1876. Formation of first asphalt paving company by De Smedt and Averell. 
1878. Barber’s first partnership. 
y 1885, Formation of the Barber Asphalt Paving Company. 
1884. Formation of the Warren-Scharf Asphalt Paving Company. 
1885. Formation of the New York and Bermudez Company. 
1896. Beginning of the Alcatraz Company. 
1897. Incorporation of the New Trinidad Lake Asphalt Company, Limited. 
1899. Incorporation of Asphalt Company of America. 
1900. Formation of National Asphalt Company and absorption of Asphalt 
Company of America. 


Tue formation of the Asphalt Combination was an attempt to 
~~ secure an absolute » monopoly, Its organizers believed that 

ey could control the raw material through the ownership of 
all the known sources of supply; they believed that they could 
control the sale of the finished product through their prestige 
and the specifications in municipal paving contracts. From 
the very beginning those in control of the business had striven 
to acquire or control all the available supplies of crude asphaltum 
and had been largely successful as the known sources of supply 
were few. In addition they had sought to so control the speci- 


fications on city paving contracts that, even when a contract was 
412 
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awarded a competing paving company, the competitor would 
be obliged to purchase asphalt of them. When they sought 
to make their monopoly the more secure through a succession 
of industrial consolidations, — — till the asphalt companies were 
gathered into a few units, and these into one gigantic holding 


tion appeared at every point, dissension arose in in. the e management » 
of the Consolidated Company. In an instant almost, the whole 
edifice toppled over by its very weight, exposing roots of exaggera- 
tion, disorganization, intrigue, and corporate excesses. 

The use of asphalt depends on a highly important technical 
process for the paving of streets, whereby asphaltum, a refined 
bitumen, is used as a cement to bind together the mineral aggre- 
gate of a roadway, consisting of sand or crushed stones. The 
resulting asphalt pavement is smooth, hard, durable, not easily 
affected by extremes of temperature, and one e of the few forms 


= Ct 2A ERE EET uct, 
of Shee and seller, could not be maintained. New competi 


soe 


~) tires. The asphalt business of this country owes its origin to 


Sue CRE, 
the experiments of a Belgian chemist by the name of Edward J. 


De Smedt. 1 He had analyzed the rock asphalt pavings used in 
Paris in the late sixties before he emigrated to New York in 1870. 
He supervised the laying of some samples of asphalt pavement 
in Newark and New York during the period from 1871 to 1873. 
“ In 1874, he induced Gen. William W. Averell to form a company 
for the exploitation of asphalt. A small piece of pavement was 
laid in Philadelphia in 1874, and a considerable section of Penn- 
sylvania Avenue, between Sixth and Fifteenth Streets, Wash- 
ington, D.C., was laid in 1876, by the American Asphalt Paving 
Company, of which Gen. Averell was President. In this case, 
the selection of asphalt was made by a commission of eminent 


(3 engineers appointed by Congress, and the new kind of 


or early papers on the application of asphalt to paving, see GAciinir Beck- 

, Report (1867), United States Commissioners to the Paris University Exposi- 

tion. See also Article in 106 Am. Journal of Science, 409 (1873). Also Roads, 

Streets, and Pavements, by Gen. Q. A. Gilmore. For brief but comprehensive study, 

together with bibliography, see Day, D. T., “‘ Production of Asphalt in 1912,” 

U.S. G. S. 1913. Also Richardson, Pop. Sci. Monthly, July, Aug., 1912; Gudger, 
XXXIV Science, 632. 
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pavement caused considerable comment. T he Averell ell Company iz 
was not managed well, however,and-De. ‘Smedt was not. paid. his 
~ salary. He left it and induced John S. Baldwin to furnish 
“him with capital. Baldwin turned to i arber who, 
_ thereafter, became the central figure in the asphalt business of 
’ the United States. 
Amzi Lorenzo Barber was born in a small Vermont town 


Vea 1843, but grew up in Ohio, whither his parents moved when 


he was very young. After working his way through Oberlin _ 
College, Barber taught science in Howard University,...He also 
éd’ law and was admitted to practise in the Courts of the 
District of Columbia. Subsequently, he engaged in real estate™ 
ations in Washington with Senator John Sherman, and 
profited greatly through the expansion of values there. In 1878, 
he entered into a partnership, known as “ John S. Baldwin,” 
for the exploitation of the De Smedt method of laying asphalt 
pavement. The partnership was later known as “‘ A. L. Barber?” 
The business was directly managed by Barber himself until 1883, / 
when the assets of the partnership, accumulated entirely_out 
of the profits of the business, had amounted to $160,000. In 
that year the Barber Asphalt Paving Company was incorporated 
to take over the partnership. Its capitalization: was 3 $320, 000, 
half actual property and half good-will. Barber held a three- 
~ eights interest in the Corporation and served as its first President. 
The large working capital required was furnished by the sale 
= of notes issued or endorsed by the partners and later the MNES 
of the Corporation, and this method of financing was continue 
Saris at the credit of the corporation had attained a very high stand- 
~The profits of the business were very large, and by 1888, 
ihe net assets of the Barber Asphalt Paving Company had 
increased to $750,000, accumulated almost entirely from profits. 
In 1888, the capital was increased to $1,250,000 by the subscrip- 
2A In the development of the business, Barber had associated with him, J. J. 
Albright of Buffalo, James Archbold, of Scranton, and E. Burgess Warren of Phila- 
delphia. In 1884, Francis V. Greene (then Captain, recently retired from the office 
of Engineer Commissioner of the District of Columbia, and subsequently Major- 


General of Volunteers in the Spanish American War) became Vice-President and 
in 1893, President of the Company. 
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tion among the stockholders of $500,000. The early success 
of the Company was maintained through the depression of the 
nineties, and by 1899 its capital had increased, from the invest- 
ment of profits, to $3,900,000, and the surplus account stood at 
Over $200,000. In addition, liberal dividends had been paid 
throughout the history of the oe 

During the growth of the Barber Asphalt Paving Company, 
the development of the sources of supply of raw asphalt was 
pushed by associated interests. In 1876, when the first pavement 
was laid, a deposit in the Island of Trinidad was the only known 
source of raw asphalt. This consisted of a solid mass of crude 
bitumen, about 114 acres in extent, known as a “lake asphalt ” 
of high quality, surrounded by bituminous deposits of inferior 
grade, known as a “ land asphalt.’ )» The whole area of the 
pitch lake was owned by the British Crown, from whom leases 
had been obtained by various men, who worked more or less 
in harmony to keep up the price of raw asphalt.__ The govern- 
ment of Trinidad, however, dug asphalt from a five acre plot 
_in the lake, and for a long time eld” down the price of the raw 
material by selling on the aw market" at™competitive~prices. 
~The matter was particularly “ annoying ” to those who wished 
to maintain a high price, as the viscous substance would flow 
into the Government pits from the adjoining claims as fast as 
it was removed. Finally Barber succeeded in securing from the 
British Crown a concession, dated February 1, 1888, and expiring 
in 1930, which gave him absolute control of the asphalt lake. 
By private purchase and lease from the Crown of all asphalt 
within three miles of the lake, he secured the larger land deposits. 
The Government concession was obtained by guaranteeing to 
the Government of the Island $50,000 a year, from a tonnage 
oe; example, a man who contributed $1,000 of new capital in 1888 would 

e drawn out by 1899 approximately $12,000 through dividend disbursements 
and the sale of his stock. 

2 The designations of ‘lake asphalt ” and “land asphalt ” were arbitrarily 
made by the Barber interests for the purpose of discrediting the asphalt obtained 
from the deposits outside of the Pitch Lake. Much of this “land asphalt ’’ was 
of inferior quality because less uniform in bitumen content and more impure. 


Some of the impurities were difficult to remove and seriously affected the durability 
of pavements laid with these asphalts. 
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royalty on all the asphalt mined and exported. In 1888, Barber 
organized the Trinidad Asphalt Company, _ under New Jersey 
laws, to take over the Trinidad concessions. Its capital was 
two million dollars, of which $1,825,200 was issued to former 
leaseholders of portions of the pitch lake in return for the sur- 
render of their Jeases, and for the purchase of land surrounding 
the lake. This gave Barber control of the Trinidad supply of 
“Jake asphalt ” but a considerable number of the surrounding 
land deposits were not acquired. As soon as the Trinidad As- 
phalt Company was in contrel of the situation and able to raise 
the price of raw asphalt, the importations from these other land 
deporits increased from 7,600 tons in 1888, to 20,500 tons in 


--upon a policy of conciliation and 


RAPS STO 


2. Control of one competitor after 


sige tree sk PRN ERLE 


1 1906 G. A. Co. Rep. 7. The importation of ‘ land asphalt ” into the United 
States, which became so important in 1890, was largely in the hands of Carter, 
Hawley & Co., a tea importing house, which organized the Standard Asphalt 
Company, and George Christall, who had sugar plantations in Trinidad and shipping 

1terests between Trinidad and New York. 
_ ? The following statement of the Barber policy was stated in the Third Annual 
Report of the General Asphalt Company, signed by John M. Mack, President. 

“Tn 1892, a deal was made with the then largest importer of land asphalt, 
whereby that company, in consideration of receiving a contract for lake asphalt 
on favorable terms, abandoned the importation and use of land asphalt. The 
importations of land asphalt thereupon suddenly dropped from 20,500 tons in 
1891 to 3,700 tons in 1893. The deal terminated by the purchase of this competi- 
tor in 1895, a circumstance which seemed to stimulate the activities of other land 
asphalt producers, who in 1896 shipped 12,000 tons to the United States. During 
these years much other competition had been removed by purchase, or by the grant 
of exclusive territory for lake asphalt in consideration of their abandonment of the 
use of land asphalt. In this way, not only was the Company gradually reducing 
its own field of operations, but it was constantly increasing its capital obligations, 
until at the end of the year 1898, The Barber Asphalt Paving Company, whose 
capital stock had been increased to $3,913,400, had $1,787,000 invested in stocks 
of other asphalt companies, many of which were of little or no value.” 1906 G. A. 
Co. Rep. 7-8. 

This statement appears to the writer somewhat extreme. It should be accepted 
with the understanding that in 1906, when the Report was written, the officers of 
the General Asphalt Company were in the midst of a bitter controversy with 
Barber. As far as can be gathered from outside sources the “ buying competition ”’ 
was not of great importance, because the competitive paving companies in the 
United States preferred to use the higher grade “ lake asphalt ” which the Barber 
interests were always willing to sell to competitive paving companies. These 
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another was acquired with money furnished by the Trinidad 
and the Barber Companies. 


In the midst of these efforts to control what appeared to be 
the only available source of asphalt, competition arose from a new 
quarter. In 1885, an entirely different company, the New York 


and Ber ired from an American, Horatio 


R. Hamilton, a concession granted to him by the Venezuelan 
Government “ to exploit the asphalt in said State of Bermudez.” ! 
This represented a claim to the famous asphalt lake, located 
near Guanoco in eastern Venezuela, just across from Trinidad. 
This claim was further reinforced in 1888 by a mining title 
granted directly to the Company by the Venezuelan government. 
Through the activity of Thomas H. Thomas, and A. H. Carner, 
who with the associates of the former practically owned the New 
York and Bermudez Company, shipments of asphalt to New York 
were begun in 1891. Certain paving contracts in Detroit were 
drawn to allow the use of Bermudez, instead of Trinidad asphalt. 


At the same time, Thomas introduced.aPhiladelphia.city con- 
tractor, John M. Mack, to the asphalt business, and together 
they secured some adelphia contracts. By 1894, the com- 
petition of the Bermudez Company was proving strong, but it 
was crippled by the prevailing tightness of the money market. 


paving companies Barber sought to conciliate rather than antagonize, as is shown 
by an incident that occurred about 1892. A competing company had obtained 
contracts in a western city at a very low price calling for ‘“‘ Trinidad Lake Asphalt 
or its equal” and had laid pavements with ‘land asphalt’ purchased from a 
competitor. The pavements were defective and the company realized that there- 
after it must use Trinidad Lake asphalt, the supply of which was absolutely con- 
trolled by Barber. In the predicament. the officers of the company sought 
_ Barber who sold them the “ lake. asphalt.” at a reduced price, so that they would 
~ not be ruined by their contracts, on the condition that they use the “ lake asphalt ” 
on all future work. 
~~There is probably some truth in the allegation that political collusion was used 
to insure the adoption of “ Trinidad Lake” asphalt to the exclusion of other 
asphalts as is stated in the Report quoted above, — “ The method pursued to thus 
artificially maintain prices was to secure the adoption of city specifications exclud- 
ing all asphalts except Trinidad Lake, a course of action frequently involving collu- 
sion with city officials, and prolific of vindictive opposition, litigation, heavy 
expense, and graft.” 1906 G. A. Co. Rep. 7. 
1 Original Hamilton Agreement of September 15, 1883. Art. 2. 
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At this juncture, Barber acquired, in the einterestals ee 
_ Company, 85 %.of the § $i000,000.. capitalization: 

~ and Bermudez Company,! and assumed its bond issue of $e 50,000. 
This gave him absolute“control over the two deposits; and 
paving contracts were changed in some cities, through the help 

of city officials, so as to permit the use of either Trinidad or 
Bermudez asphalt. 

By 18096, the dominant position of the Barber interests in 
the asphalt business seemed thus indisputable. They controlled 
the largest paving company in the country, one enjoying high 
prestige and high credit, and they owned the only known sources 
of raw material. Barber next conceived the idea of making the 
asphalt business world-wide in scope, and sélected England_a: gland_as _ 

<a from which he would “extend. the o the operations of the — 
“Barber compa anies dn.new..directions, The plan involved the ~ 
promotion, in London, of two large c companies, one to control 
the crude asphalt deposits of Trinidad and Venezuela and to 
conduct generally a wholesale business, throughout the world, 
the other company to attend to the contract paving business, 
extending its activities to the principal cities of Europe and Amer- 
ica. In pursuance of this policy, Barber made no less than 
seven trips to London, as a result of which the New Trinidad 
Lake Asphalt Company, Limited, was incorporated with a capital 
stock of £500,000 and a bonded debt of £500,000. 6.%, debentures. 
The entire issue of stock and £400,000 in bonds was given 
immediately to Barber in exchange for his options on the stock 
of the old Trinidad Asphalt Company. He had previously 
entered into a contract with some London promoters to sell the 
bonds on the English market. Subsequently the bonds were 
offered in London, but the sale was not encouraging. At a 
later time, Barber was accused of not accounting for $537,380 
pe cpap in this somewhat complicated transaction.2 From an 


1 The stock issue of the Trinidad Asphalt Company was increased and its shares 

for those of the New York and Bermudez Company. By this acquisition 

Cr for other concessions in Trinidad the issued capitalization of the Trinidad 
Asphalt Company was increased from $1,825,200 to $3,080,200. 


2 1906 G. A. Co. Rep. 9; Seizure of the Property of the New York and Bermudez 
Company, p. 36. 
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examination of the accounts, this does not appear to be the case. 
—~It appears, however, that no less than £70,000 was expended 
in London for underwriting commissions, attorneys’ fees and 
such matters, and that Barber himself received from the procee 
of the bond sale, $26,729.27 to defray his pe 
Thus in an issue of $2,000,000 of bonds, ovér 
pated in the expenses of the English incorporation. 
property was added. The New Trinidad Lake Asphalt Com- 
pany, Ltd., received exactly the property owned by the old 
Trinidad Company, with an added burden of the debt. Nothing 
was done toward developing an English paving company, and 
the idea of a world-wide asphalt business died away. 

The monopoly of raw material, even when established on the 
basis of the two most important natural deposits, was not per- 
manent. In 1896, William H. Crocker of San Francisco, a man 
who had inherited wealth from mines and the building of the 
Central Pacific Railroad, saw fit, largely because of social 
ambitions which might be indirectly furthered, to furnish the 
financial resources for two men who wished to develop and ex- 


loit California asphalt, made from the distillation of bitumen- 
impregnated sand. Large works were established at Sisquoc, 
1 Owing to the criticism directed toward Barber and also to illustrate the “ ex- 
penses ” of an English incorporation the accounts of the English promotion are 


appended. The items are condensed from some accounts embodied in a statement 
found among Barber’s papers. 


Total issue of 6% debentures: £400,000 
Underwriting Commission’ £0%, . «..csnseinacbiescnee. 0s £40,000 
City of London Contract Corp. Ltd. and Henry Bell, Esq. .. 15,000 
Seward, Guthrie & Steele (attys. New York) ............. 2,183 
Ashurst, Morris, Crisp (attys. London) .................. 1,500 
Expenses of the City of London Contract Corp. Ltd. ....... 1,022 
Accountants, brokers, and miscellaneous expenses ........ 10,205 70,000 
Total to the credit of the new company: £330,000 


Reserved in treasury. (A large part of this was subse- 
quently employed to buy from the Barber Asphalt 
Paving Company certain asphalt properties of doubtful 


Sa «ec rs ete ere hee co ae eke gee £70,000 
Subscribed for, in cash, by stockholders.................. 40,800 110,800 
Total cash received by attorneys for Barber ...............+++ £219,200 
POaIRY AICHE EO Maimacteter rial nt aelelel 5 e.clrinle\olexe bioieicisivvoiciciers ne pees sie $1,064,216 
Paid by Barber to stockholders of Trinidad Asphalt Com- 
DALY NT ase Maat Meiilars alore) caalabate cate oa laa avai $1,037,486.73 


Barber’s ‘‘ expenses,” premiums on stock, accountants, etc. 26,729.27 $1,064,216 
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California, upon which a mortgage of $400,000 had been executed. 
Subsidiary paving companies were incorporated throughout 
the country. In the short space of eighteen months the Alcatraz 
Companies, as Crocker’s various corporations were known, 
had acquired a formidable position, and competition of the. 
“. severest kind resulted between the Barber and Crocker factions." 1} 
__Up to that time it _hadbeen.the custom. of.the various. paving. 
interests, all more..or..less.allied-with« the» Barber*Company, to 
agree among themselves to a. territorial division of the paving 
~“contracts.. In this a prices were maintained without real 
competitive bidding::-Crocker;-.in-conference,..claimed _ one- 
fourth of the paving contracts of the United States, as his share 
of the territorial division. This claim was denied by Barber, 
who endeavored to persuade the Board of Directors of the Barber 
Asphalt Paving Company to reduce the price of Bermudez 
refined asphalt to fifteen dollars a ton.? At this price his Com- 
pany could make a small manufacturer’s profit. The net cost 
of production of the Alcatraz asphalt was. then about eighteen 
dollars a ton. “So that, in a competitive* battle, the Alcatraz 
stockholders would. be sufferinga loss;while those of the Barber 
Company would be just.meeting. their expenses. 
/ At this juncture, George W. Elkins, who, with his coms 
\ 


ne 


| George D. Widener, had been taken into the Barber Company 
\\ afew years before, to prevent them from establishing a competin 


_ J ) land asphalt business, became imbued -with_the fever of the in-____ 


x < dustrial consolidation movement. | / They were prominent in 


Y \_Y Philadelphia. They had the powerful financial support of Wil- 


\ vy liam L. Elkins, and P. A. B. Widener. Furthermore, up to that 
time, the spring of 1899, no large business consolidation had been 


fin i ia, and Elkins re ee to his fellow 

directors-on-t! Barber Asphal ompany, 

“that the small investors in Pennsylvania were mast e an opportu- 
FATE AEE ETSI RECT 


(a a a nen ie Ail a, SORE SANTI oh CORI CINRIN 


% 8 One feature which made the competition particularly formidable was the 
* fact that the Crocker interests, backed by the Southern Pacific Railroad, consented 
» \to offer_asphalt in eastern cities at less than the freight rate from California. 


F. QO. B. New York 
J _N * Crocker had been deceived into the belief that he could produce by distillation 
¢ ‘a Yefiied asphaltum for seven dollars a ton. 
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nity to to place their savings i in Zone Sone. promsieis ial _enter- 
sees Both he and Widener promised to use influence in obtaining 
3 e market for the securities of an asphalt ¢on 
if one could be arranged. 

There is every reason to believe, in spite of much that was 
said to the contrary at a later time, that Barber preferred to 
wage a competitive war with the Alcatraz interests rather than 
effect a consolidation with them. The consolidation movement, 
however, was a contagion in the atmosphere, and the plan of 
amalgamation with the Crocker companies prevailéd,” both 
Elkins and Widener being dee _deeply impressed v with the wonderful; 
re of the asphalt business as depicted by ¢ Greene. There 
is every reason to believe, too, that Barber advocated a mor 
conservative capitalization than was finally agreed upon. Bu 
here again uncritical optimism, reinforced by the widely heralde 
economies of combination, pycunetehed the dictates of a saner 
Equscvatism pre ee as 

Crocker had his price. He demanded one-fourth of the 
bonds of the consolidation in addition to a considerable part 
of the stock. It was the proportion that he had already de- 
manded in the territorial division of the paving business. The 
general outlines of the combination were agreed upon early in 
1899. In the months that immediately followed Crocker 
concentrated in his hands most of the stocks of his companies, 
while at the same time, a syndicate consisting of Barber, Greene 
and Elkins succeeded in bringing under a few heads most of the 
interests using Trinidad and Bermudez asphalt. No intimation 
of the forthcoming combination reached the ears of the general 
—public witil the early summer. On June 28 28 |, 1899, the Asphalt 

Company of America “was incorporated, und under the New, Jersey. 


awe "THE Atithorized capitalization was $30,c 000, 000, divided 


onset ARO ENR HIER BOE RRR TSRSAASES ELH ERT ARN TUS NSA OTE LE OLIN MER ID TSAI AN 
fr The position of Barber was supported by only two other Directors of the Bae 


ber Asphalt Paving Company, J. J. Albright and Edmund Hayes. These two men 
predicted the failure of the combination and would not allow their names to be 
connected with the consolidated company. The three Directors controlled together 
hardly a third of the stock of the Barber Asphalt Paving Company and were un- 
willing to push their advocacy of the policy of competition against the will of the 
other Directors. 


422 PROMOTIONS AND REORGANIZATIONS 


into 600,000 shares, all of one class, with a par value of $50 each. 
On this stock, $5 a share was paid in at the time of subscription 
and the certificate of incorporation made the subscribers liable 
for the remaining 90% of the par value.’ / All but two hundred 
shares were subscribed for by two of the-seven dummy incorpora- 
tors. The other five incorporators, holding each only forty 
shares, became the original directors. They retained their 
positions until December 8, 1899 and January 5, 1900, when the 
real directors assumed control, — E. Burgess Warren, George D. 
Widener, and George W. Elkins, to represent the Barber interests; 
and William H. Crocker, and William J. Latta from the Alcatraz 
Companies.2- On July 15, 1899, while the dummy directors 
were still in nominal control, the Asphalt Company of America 
entered into an agreement with the Land, Title and Trust Com- 
pany, of Philadelphia, for the purchase of the securities of thirteen 

ea companies and the issuance of Collateral Gold Certifi- 
cates against the deposit of these stocks. The > Collateral Certif- 
icates bore interest at 5% and were protected. by : a_sinking fund 

of front $2 5,000 to $100,000 a year, to be paid over to the trustee 
by the Asphalt Company, from the earnings of its subsidiaries, 
Slightly less than $30,000,000 of the Collateral Certificates were 
issued. 

Although the offer of purchase, made by the Asphalt Company 
of America, through the Land, Title and Trust Company, specifi- 
cally recognized only thirteen companies; these in their turn, 
included many smaller concerns. The diversity of corporate 
interests, however, was only nominal. In reality, there were 
five. Jarge corporations involved i in the negotiations and four of 
(x 1 Many details of the promotion are given in Receiver Tatnall’s Report as to 

romoters’ Liability. Land, Title and Trust Co. v. Henry Tatnall, etc. Cons. 

in Equity. Circuit Court of U. S. for N. J. Report filed July 6, 1903. 
Extracts reprinted in Trusts, Pools, and Corporations, edited by Wm. Z. Ripley, 
p. 218. In reading the Receivers’ Report, however, it should be remembered that 
the Receivers, particularly one of them, were prejudiced against the promoters of 
the combination and particularly against Barber. The facts that they state seem 
to be substantially correct, although their narrative would have greater historical 
value had many facts not stated been included. 


* Report of the Committee of the Collateral Gold Certificates of the Asphalt 
Company of America. Henry W. Biddle, Chairman, p. 3. 
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these were controlled by the Barber interests. One, with its 
—affiliated—companies, was controlled by the Alcatraz group. 
The Barber Asphalt Paving Company was the center of the 
whole combination. Closely allied with it were the three other 
Barber Companies,— The New Trinidad Lake Asphalt Company, 
Limited, the supply Company, and two smaller corporations, 
__the Warren-Scharf.and the United Asphalt. The center of the 
Alcatraz group was the Alcatraz Company of West Virginia. 
Affiliated with it were eight sub-contracting companies. Aside 
from the rights to subscribe to the shares of the Asphalt Company 
of America, the Barber interests received approximately $22,500,- 
ooo in Collateral Certificates and the Alcatraz interests approxi- 
mately $7,500,0¢0.! 
The purpose here is not to discuss in detail the corporations 

ag uired by the Asphalt Company of America. A brief outline 


1 The details of these various transfers, as far as the corporations are concerned, 

e seen from the following table. Subsequent tables, giving the transactions 

of the principal stockholders of the companies, will give a clearer view of the real 
persons directly concerned in the promotion. 


Total h t 
Name of Company Number| Par ae Price ay Cost in 
of Value | chased *| Paid Money Certificates 
Shares 
a 
Barber Interests 
Barber Asphalt Paving Co. ..... 39,000 | $100.00 | 38,993 | $300.00 eae $11,697,9C0.00 
New Trinidad Lake Asphalt Co. .| 50,000 48.50 | 49,550 | 100.00 4,055,000.00 


50 | 84.88 | $4,244.32 
Warren-Scharf Asphalt Paving Co.|_ 9,500 | 100.00 9,403 | 240.00 | 5,618.42 2,278,320.00 
United Asphalt Coy wees. <clsisc 40,000 | 100.00 | 309,075 91.808 ee 3,070,000.00 


Total received by the Bar- 
ber Interests .......... See vies sta .... |$9,862.74 | $22,601,220.00 


Alcatraz Interests 


Alcatraz Co. of W. Virginia ..... 800,000 $5.00 | 799,900 $6.00 ser $4,799,400.00 
Affiliated Companies: 
Atlantic Alcatraz Asphalt Co. .| 1,000 | I00.co 995 |1,000.00 Reece 995,000.00 
Southern Asphalt Paving Co... 250 | 100.00 245 |1,020.00 Poa 240,900.00 
Alcatraz Paving Co. ......... 1,000 50.00 995 | 500.00 dares 497,500.00 
Alcatraz Asphalt Paving Co. ... 1,000 | 100,00 995 | 150.00 ai 140,250.00 
Utica Paving’ Cosmin ae. soins 250 | 100,00 245 | 510.2% aia 125,001.45 
Denver Paying Co... ....5.+6. 35,000 1.00 | 34,950 UaeE AW stores 190,714.09 
Southwestern Alcatraz Asphalt 
and Construction Co. ...... 2,000 | 100.00 1,005 64.16 ead 127,009.20 
Alcatraz Construction Co. ....| 1,500 | 10c.00 1,405 | 104.31 ete 155,043.45 
Total received by Alcatraz 
nterestsiatsteras latices os. send bs ice Paes Sams $7,200,708.19 
Totals: a .veatenrctar ciecsetersia: sre bred Peis mate ce aA $29,900,928.19 


*The odd shares, recorded as not purchased, were largely siete qualifying shares. The 
Record states that 9,483 shares of the Warren-Scharf were acquired. It should have been 9,493. 
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answers the purpose of the present narrative. ight men 
controlled the four Barber Companies, A. L. Barb . B. War- 
ren, J. J. Albright, G. W. Elkins, G. D. Widener, F. V. Greene, 
Edmund Hayes, and C. K. Robinson. The Barber Asphalt 
Paving Company was the most important company. “It 
was in control of, or largely interested in, sixteen sub-companies, 
and was doing business directly and through its sub-companies 
in various parts of the United States and South Ameren 
The capital stock amounted to $3,900,000, all of which, except 
$500,000 subscribed by the stockholders in 1888, had been accu- 
mulated from the profits of the business. There was, in addition, 
a surplus account of $284,746.90. The Company’s financial 
position was not, on the whole, so strong as these figures indicate, 
as a part of the Company’s capital was represented by the 
“ stocks of other asphalt companies, many of which were of little 
or no value.” * It was, however, a very strong Company with 
a long and enviable dividend record, as is shown by the brief 
outline of its history given in an earlier paragraph. According 
to its own statements, its earnings for the three years before the 
consolidation averaged $400,000.4 This seems to have been 
excessive, as — Audit Company subsequently showed that the 
es _Set_aside, insufficient. “reserves. for t_maintaining 
avernien ts. ser guarantee? but even with. these reservations, 


fe + GET RNS Uhr ra 
x Cameceayeeh ie 


: Barber himself had not so large an investment in the Company as many sup- 
posed. ' At the beginning it amounted to only three-eights of the stock and later, 
4 after Elkins and Widener were taken in, it was as small as three-sixteenths. 

eit Biddle Committee Report, 6. 


a 1906 G. A. Co. Rep. 8. $1,787,000 so invested. 


\ 2 TSQ0" F tacks oe ae eee ee eee $491,519.51 
~ DOO 7 chews Goh a IO Oe ee ee 455,025.77 
ESOS foc BSS An Be tie ree 244,065.31 


Biddle Committee Report, 6. The poorer showing 
for 1898 was due to the disastrous results of the 
. ay competition with the Alcatraz interests. 
if é } Sear set aside to keep asphalt paving in repair, in accordance with the 
terms of certain contracts with cities. At first the guarantee ° period was five years, . 
which in New York was extended to fifteen “Yéars ; and in some cities to ten years... 
Contracts for longer guarantee were made at greatly increased prices. Lately, as 
the industry has grown more standardized the guarantee period has been consider- 


ably less, usually from two to five years. | 


YY 
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the earning power of the Company was great. The stock was 
worth just about its par value; and no farther back than January, 
1899, about the time the terms of the consolidation were being 
discussed by thep moters, 30 shares were sold in Philadelphia 
for $100 a share.1¥ The stock was taken over by the Asphalt 
Company of America at the rate of $300, par value, of the latter 
Company’s bonds for each share? > 

The New Trinidad Asphalt Seat Limited, held leases to 
the asphalt lake, in Trinidad; and, through its stock ownership 
in the New York and Bermudez Company, it owned the great 
pitch lake in Venezuela, probably the most valuable natural 
deposit of asphalt in the world. These assets were undoubtedly 
of very great value, although, subsequently, the title to the 
Venezuela lake was subjected to serious and costly litigation. 
The Company was capitalized at five hundred thousand pounds 
sterling, and there were debenture bonds outstanding to the 
amount of four hundred thousand pounds.* The ownership 
of its stock rested with the same men as controlled the Barber 
Asphalt Paving Company, except that 1,718 shares were held in 
iddle Committee Report, 6. : 
he following table shows the nominal profits obtained by the eight men in 
ntrol of the Barber group of companies from the sale of this one company. Most 


of the data for this and the following computations are taken from Receiver Tat- 
nall’s Report. 


_ProFits FRoM SALE OF BARBER ASPHALT PAVING ComPANyY’s STOCK 


Price Amount Nominal 

Number | Market Actual Paid by | Coll. Certif. Pe aka 
0! Value Value Asphalt Received | Collateral 

Shares of of Company from Certif- 

Shares Holdings of Asphalt Co. Renton 

America | of America 

Aa LaBarbera ttn as 2s 6,000 $100 $600,000 $300 $1,800,000 | $1,200,000 
E. Burgess Warren ...... 5,164 100 516,400 300 1,549,200] 1,032,800 
Te cAlbrigh(eeea rie. % 2,613 100 261,300 300 783,900 522,600 
GaWwe biking ccm ie. 1,831 100 183,100 300 540,300 366,200 
GeeD eS Widenertemcwrsr. «> 1,091 100 109,100 300 327,3C0 218,200 
Be ViiGreeneieyciecicecias = 900 100 90,000 300 270,000 180,000 
Edmund Hayes ......... 1,264 100 126,400 300 379,200 252,800 
GK. Robinson jc... 281 100 28,100 300 84,300 56,200 
Smaller Interests ........ 10,856 100 1,085,600 300 5,056,800] 3,971,200 
Totalsh xenon aie 39,000 beans $3,900,000 le. $11,700,000 | $7,800,000 


3 Infra, p. 418. 


yy 
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the treasury of the latter Company. Shortly before the organiza- 
tion of the Asphalt Company of America, the Directors of the 
Barber Company authorized the sale of this stock at $48.50 a 
share; and the eight men in control purchased 1,515 of these 


shares at this price,! thus adding considerably to their already 


heavy holdings. The stock of the New Trinidad Compan 
was turned over to the Asphalt Company of America at $100.” 

Two other businesses acquired by the Asphalt Company of 
America should be regarded as “ Barber interests”’ although 
the previous financial investment of the Directors of the Barber 
Asphalt Paving Company in them was very slight. The first 
of these was the Warren-Scharf Asphalt Paving Company, 
established in 1884 by stockholders of the Warren Chemical 
and Manufacturing Company,’ in order to engage in the asphalt 
paving business, then beginning to assume importance through 
the labors of De Smedt and Barber.‘ | Its original capitalization 

4 Reveiver Tatnall’s Report, filed July 6, 1903. 

2 The following table indicates profits on this transaction: — 


PROFITS FROM SALE OF NEw Trinmpap AspHALt Lien Stock 


o AI Sx » ® pe! ate et BY Brees 
® |3es| 2 Z2| 22 |o6 [Steet | Fey 
= AO 9° 3 Bid os pp TO Osokg! ASS 
‘e) eC) |) a > P38 a OS hy ane 
ae} Say] Sua oa =z asS|/e-ax2<| sss 
a. ronous —=0 a 3 osnlZan ‘s Aztek! 
Ba |§en) $2 | ge By gag |2osE BO 
3) : 5 
6d |zta| ad | S24] 23 |F2e/2e88S| Sad 
Ay -DeBarbetn. css 4,394 206 4,600 | $48.50 $223,100] $100 $460,000] $236,900 
E.Burgess Warren ..| 4,849 211 5,060 | 48.50 245,410 100 506,000 260,590 
JegeAlbnight 22... 3,050 210 3,260 | 48.50 158,110 I0o 326,000 167,890 
G. W. Elkins ...... 1,639 | 211 1,850 | 48.50 89,725} 00 185,000 95,275 
G. D. Widener ..... 1,273 207 1,480 | 48.50 71,780 100 148,000 76,220 
F. V. Greene ...... 1,822 178 2,000 | 48.50 97,000 100 200,000 103,000 
Edmund Hayes ....| 2,131 209 2,340 | 48.50 113,490 I0o 234,000 120,510 
C. K. Robinson .... 907 103 I,100 | 48.50 53,350 100 110,000 56,650 
Smaller Interests ...| .... Pa/si-) W/h28,320) | 64S, 50mn 3731025 100 2,831,000] 1,457,065 
Totals Sees Reyes noo  NteHorete) -+++ |$2,425,000] .... | $5,000,000 $2,575,000 


° The Warren Chemical and Manufacturing Company had been established in 
1855 for the purpose of refining coal-tar and bituminous products for roofing and 
similar uses. Latterly, the asphalt paving business of the Warren-Scharf Com- 
pany assumed the greater importance and the Chemical Company became merely 
a subsidiary of the Paving Company. 

4 Supra, p. 413. That is the Warren-Scharf Company was established the year 
after the incorporation of the Barber Asphalt Paving Company. 
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was $60,000 but, largely through the investment of profits in the 
business, had become $950,000 in 1899. 1 | The total net assets of 
the Company then amounted to $1,206,000. Next to the Barber 
Company, it was the largest asphalt paving company in the 
United States, and had agencies in more than a hundred cities 
in the United States and Canada. Ostensibly a competitor of 
the Barber Company, it was really in close affiliation, enjoying 
favorable contracts with the Trinidad Company for the supply 
of its raw asphalt and not competing for paving contracts in 
cities where the Barber Company had agencies.? ) The promoters 
of the Asphalt Company of America realized the necessity of 
acquiring the Warren-Scharf Company, and accordingly offered 
its stockholders $3,000,000 in Collateral Certificates, or over 
$315 a share for their stock. The market value, according to 
the Biddle Committee Keport was $150% a share and the book 
value was $124. The management of the Warren-Scharf Com- 
pany were suspicious of the large capitalization of the Asphalt 
Company of America, and refused to accept its securities. They 
did, however, after considerable negotiation, consent to transfer 
the ownership of the Company for $1,740,000. From this amount 
$250,000 was subtracted later for certain assets not connected 
with the asphalt bute which the stockholders of the Warren- 


i 


uring the first Io years ho money dividends had been paid the Company’s 
olders. 
2 ‘Although there was little or no community of stock interest between the Bar- 
and the Warren-Scharf Companies there was no open competition. “ At the 
time the asphalt paving business was in its infancy, and until 1891, the Warren- 
Scharf Company and the Barber Asphalt Paving Company were practically the 
only companies engaged in the business. The managers of these two companies 
were quick to see that the expense of developing the business and of educating tax- 
payers and officials in the merits of the then comparatively new pavement were 
such that an unfriendly policy would doubtless ruin the business at the outset. 
Consequently shortly after the organization of the Warren-Scharf Company a 
tacit agreement was made under which the Company which first entered the field 
and developed business in any city should not be interfered with by the other.” 
Statement by one familiar with the Warren-Scharf Company. 

+ % Biddle Committee Report, 15. 

_ 4 The allowance of $250,000 from the Biddle Committee Report. As far as the 
writer can gather, these assets, not acquired by the Asphalt Company of America, 
consisted of some real estate for a cement plant and some contracts not pertaining 
to the asphalt paving business, 
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Scharf Company retained. To obtain the necessary money with 
which to purchase the Warren-Scharf Company, Messers Barber, 
ey and G. W. Elkins arranged a syndicate which acquired 
the stock. 1 /The syndicate then sold the assets of the Warren 
Chemical and Manufacturing Company, the subsidiary of the 
Warren-Scharf Manufacturing Company which was engaged in 
the preparation of roofing asphaltum products, to the Barrett 
Manufacturing Company for $50,000 or r more.’ 2 ‘Thus us the net 
~cost'to the:syndicate of the Warren- Scharf Company was approx- 
imately $1,440,000. The syndicate transferred the Company to 
the Asphalt Company of America in exchange for $5,618.42 in 
money, and $2,278,320 in Collateral Trust Certificates, a price 
somewhat less than that offered originally to the stockholders of 
the Warren-Scharf Company. In the transaction the buyers and 
the sellers were to all intents and purposes the same men, — the 
managers of the syndicate on the one hand, and the promoters 
of the Asphalt Company of America on the other hand.* 
The fourth concern in the Barber group, the United..Asphalt 


Con ompany, was promoted» for the "sin ingle € purpose of selling it_to 


ad syndicate was participated in by the same eight men who represented the 
. t stockholders of the Barber and Trinidad Companies and in addition Wm. 
/%- Elkins and Sydney F. Tyler. Receiver Tatnall’s Report, filed July 6, 1903. 

/ i * The Biddle Committee Report, page 15, states that the syndicate received 

$240,000 in money from the Barrett Manufacturing Company for the assets of the 
Warren Chemical Company. From direct and reliable evidence from another 
source it appears that this was an exaggerated statement and that the actual price 
received was approximately $50,000. Certain other statements in regard to the 
Warren-Scharf Company, made in the Biddle Committee Report, do not seem to 
be reliable. 


8 PROFITS IN WARREN-SCHARF SYNDICATE 
Syndicate Apportionment of Nominal Profit in 
Contribution Collateral Certificates Collateral Certificates 
‘AL. Barberemeerne «ose. $233,175 $334,426 $ror,251 
E. Burgess Warren ....... 215,325 327,204 III,969 
Jaz Albright sane eee 115,875 176,130 60,255 
Gig Wis Eins pera. ceneet ts 250,000 380,000 130,000 
G. De Widener. «..00 cee 49,800 75,606 25,806 
FE. Vi; Greene. scons ne eee 50,550 76,836 26,286 
Edmund Hayes .......... 64,950 98,724 33,774 
CK] Robinsoniere eee 20,325 30,804 10,569 
$1,000,000 $1,500,000 $500,000 
Wine L:skikins=.asc0 sees 250,000 380,000 130,000 


Sydney F. Tyler .......... 250,000 380,000 130,000 
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the Asphalt Company of America. Either individually, or on 


syn “accoun 


, the same three men who arranged the sale 


of the Warren-Scharf Company bought the entire capital stocks 


of four small contracting companies. For this they paid in 
_eayliecl) They then formed the United Asphalt Com- 
pany, with a capitalization of $4,000,000, and took over the 
assets of the four small companies. These assets were of in- 


significant value. 


They were represented chiefly by “land 


asphalt ” interests or concerns organized to exploit “ land 
asphalt ” paving contracts. The stock of the United Asphalt“ 
Company was then sold by Messrs. Barber, Greene, and Elkins 


> Sa “America “for” “93; 670,600, in the 5 L id 


ere to ther three Se 


moters samuel on ane ease. oaenetion to over $3,000,000 


in the Collateral Certificates. This step in the promotion is 
deserving of more than passing comment. As may have been 
inferred, Barber, his business associate Greene, and Elkins as 
banker, were the real motive powers behind the formation of 
the Asphalt Company of America. As promoters, they thought 
themselves entitled to a promoter’s profit of 16% of the.total 


ee T= 


issue “of. Collateral Certificates, independent of any i indirect pro- 


moters’ profits made. through a transfer of their own securities to 


the new Company. 


A promoter’s profit of 10% would amount 


to $3,000,000, exactly the profit derived from the sale of the 
United Asphalt Company, after deducting $52,000 for expenses 
incident to the incorporation of the Asphalt Company of America. 


Poe tesults: of our analysis of the four Barber “\—~v 
ies, it. appears t that the 


ominal profit to the eight ' 


POE SINST 


ree Heer $8,497,834 in Collateral” Certificates of 


1 For stock of Columbia Construction Company .......... $250,000 
For stock of Trinidad Bituminous Asphalt eeny aT 5O;000 
For stock of Standard Asphalt Company ........:...... 200,000 
For stock of Rock Creek Asphalt Company ............ 18,000 
GMO CENN ios 0 0.05 OS EH ART OOS ICREROIOL CRMC CICERO ENR ea $618,000 


2 The following table summarizes the nominal profits derived from the promo- 
tion of the Asphalt Company of America by the eight men who dominated the 
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the Asphalt Company of America. The first sales of the tem- 
porary Certificates, in August, 1899, immediately after the suc- 
cessful promotion of the Company, were in the neighborhood 

of 90% of this par value. The highest price reached was 97%, 

and the lowest price 893%. Considering the 93% of their par 
value as average price at which the public at first acquired the 
Certificates during August, 1899, it appears that the profits of 

the eight men in control of the Barber Companies, expressed in 
h. immediate market values, either actual or possible, was in the 
«neighborhood of $8,000,000. As a matter of fact, this was not 
realized, and had the promoters attempted the sale of any con- 
siderable amount of their Certificates, they would have ruined 
their own market. The promoters sold their Certificates, if they 

sold them at all, at a-later-date-and in a depressed and falling 


market. _ 

- The center of the Alcatraz group of companies was the Al- 
catraz Company of West Virginia, the property of which has 
been described already. Up to the time of promotion of the 
Asphalt Company of America, William H. Crocker held a bare 
majority of the stock — 401,320 out of a total of 800,000 
shares. Between March 8th and the completion of the purchase 
of the Alcatraz Companies by the Asphalt Company of Amer- 


Barber interests. Special commissions, underwriting managers’ profits, and the 
like are not included, as the writer was able to obtain very little light on these 
indirect profits. 


a ! a oO, 3S. 23 
Le akG gid ai 835 Bs 
3 5 ak a BOR ae 6 
EAR | fey | SFO | geo | ed | ACES 
BoD » ov 2 OH wos =a. soa 
of Soem> |] Boam> | Boia SHH | ates m 
fae | Sang | Bagg | Saad | sok | case e 
aAO | AAA | MAHA | Maca | Gass | asooR 
A. Barber. ..5 aciiverotenias $1,200,000] $236,9c0} $101,257 | $1,017,333 | $2,555,084 | $2,376,600 
E. Burgess Warren ....... 1,032,800 260,590 111.969 ee 1,495,359] 1,306,983 
Jed Albright eweenectsaee- 522,600 167,890 60,255 ae 750,745 698,192 
G. W. Elkins CoS eUTRIEC OA 366,200 95,275 130,C00}| 1,017,333] 1,608,808] 1,496,191 
G.. Ds Widener, ...s:0% sus atv. 218,200 76,220 25,806 aeons 320,316 297,803 
Ba Vi, Greene &aayentreueis «stor 180,000 103,000 26,286} 1,017,333| 1,326,610 1,233,755 
Edmund Hayes .......... 252,800 120,510 335774 300¢ 407,084 378,588 
. 5 2 
GOV, Robinson’ 2.5. «.<:0.04035 56,200 56,650 10,569 Sosars, 123,419 114,779 
BN otal lit Sones . Reveners 
eis aaa 29.05 Gare $8,498,334 | $7,902,981 
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ica, Crocker acquired practically the entire outstanding minority 
interest. The stock was transferred to the holding company 
for $6 a share. It was previously valued by Crocker at a much 
lower figure. Henry Tatnall, who tried to find the specific cost 
of this stock, was unable to obtain definite figures. He states, 
however, that he “has reason to believe that a substantial profit 
was made by said Crocker in said tension”? The eight 
affiliated companies of the Alcatraz group were-transferred for 
the sum of approximately $2,500,000. Prior to their acquisition 
by the Asphalt Company of America, the stocks were concen- 
trated in the hands of a few men, among whom William H. 
Crocker held the largest interest. Subsequent developments 
show that the entire Alcatraz group of companies had little * 
earning capacity. Furthermore, a new method of preparing — 
oil asphaltum from the distillation of heavy California petroleum 
so reduced the competition price of the raw material that the 
Alcatraz product could not be placed on the market at a 
profit.? / During the first two years of the Asphalt Company of 
America, these Alcatraz companies, costing over $7,000,000 in 
Collateral Certificates, and carrying fixed charges of over $350,- 
ooo per year, actually) did business at an average net loss of 
over $160,000 a oot BY 
Besides the heavy issues of Collateral Trust Certificates, 
the promoters of the enterprise reserved for themselves the 
privilege of receiving certain allotments of the share capital of 
the Asphalt Company of America. For this privilege they 
paid nothing. The shares were not “ full-paid,” so that the 
Company could call for the payment of the par value at any 
time, and it was understood that $5 per share, or 10%, should 
| be paid after the new Company had been incorporated. These 
allotments of stock were distinctly arbitrary. The Barber 
interests, for which three-fourths of the Trust Certificates had 


1 398,330 shares. Receiver Tatnall’s Report, filed July 6, 1906. 

2 Receiver Tatnall’s Report, filed July 6, 1906. Transcript of Record, page 
507, line 30. 

3 Biddle Committee Report, 11. Also infra, p. 445. 

4 Biddle Committee Report, 14. 
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been issued, were allowed only “ 50% of the par value of the stock 
deposited by each of us. 
The par value of the four Barber Companies taken together 
was a little over $11 000,000 ) Their stockholders were assigned, 
- theréfore, to take only about $5,500,000 of the stock of the As- 
phalt Company of America. The Alcatraz Companies were 
permitted to subscribe to varying proportions of stock, — the 
Alcatraz Company of West Virginia, 200% of its par value; 
the Atlantic Alcatraz, an affiliated company, 1,000%. Alto- 
gether the Alcatraz interests were assigned approximately $9, 


000,000 of stoc This, it will be observed, was considerably 
[nae aeenemenle”" nae emmnmer” enienelrSiumieetae~ menedebenn ens iennine orneeicin ated gllensieaiiaiaaie 
more than the amount assigned to the Barbe terest- 


homie Mee Alfa eT 
» ©) ing fact, when one remembers that the Alcatraz properties had 
i \ little absolute value, no earning power, and had received only — 
< ) fourth of the ‘Collateral Trust Certificates. What proportions ~ 
“4 of these original allotments were actually taken up by the 
stockholders of the companies entering the consolidation the 
present writer has been unable to learn. At all events, about 
half the total stock of $30,000,000 was not directly assigned 
by the promoters to stockholders of the constituent companies. 
It was distri ithout ite allotment. 

At this point it is well to consider the actual value of the 
various asphalt properties, and the“economic basi8)upon which 
some $30,000,000 in bonds and the same amount of stock was 
issued by the Asphalt Company of America. Although the 
Barber Asphalt Paving Company had a small funded debt, 
the tangible assets and the high prestige of the Company warrant 
us in considering it worth the par value of its stock, — $3,900,000. 


1 Agreement of the purchase and sale of the Barber shares. Passage quoted in 
Biddle Committee Report, 5. 


Pome BAT DOL fo aie sezers gre feted ests, sas SRS PO og SRR OR eee ee $3,900,000 ~ 
AB yIGEs hee naira Aen cinoten Borin bids SEAS 2,425,000 
Warren-Schart4..o..ma0d 2 eh Oe eeOOet eee 950,000 
United: Asphalt) as yancnacen cate tee rae rere 4,000,000 

$11,275,000 / 


> $9,143,250. Second Petition of William C. Bullitt. L.T. & T. Co. v. Tatnall 
etc. Record, 130. : 


THE ASPHALT CONSOLIDATION 433 


The natural deposits of the Trinidad Company were undoubtedly 
of great value even though competing asphalts were being con- 
stantly pressed upon the market. As an organized business 
engaged in selling its products in competition with other asphalts 
the Trinidad Company was worth somethin g less than $4,000,000. 
It was burdened by nearly $2,000,000 debt. The value of its 
stock was not over $2,000,000. The Warren-Scharf Company, 
on the basis of its earning power and the market value of its 
stock, was worth at most $r, 500,000, and the unimportant assets 
of the United Asphalt Company could not be considered worth 
more than $500,000 by any reasonable appraisal. At the time, the 
various Alcatraz companies were acquired, they represented, 
probably, a legitimate investment of between $1,000,000 and 
$1,500,000 aside from the mortgage on the California property. 
Besides the securities of these various companies, the Asphalt 
Company of America possessed $3,000,000 in money paid into its 
treasury, as the first subscription by its stockholders. If we esti- 
mate the total value of the assets acquired by the Asphalt Com- 


pany of America as approximately $12,000,000, we are liberal. 

The basis upon which was issued nearly $60,000,000 in par Advil. 
_Nalue of securities, half in bonds, was not actual value but rather % 
_ prospective earning.power.. In the earlier days of the paving ~ Bras 

business, the gross profits were enormous. This is clearly shown 
by the fact that the Barber Companies were almost entirely a 


built up out of earnings. Through the disastrous results of 
competition, the profits had been driven down so that at the 
time of the promotion of the holding Company, the net profit 
on the paving branch of the industry was relatively small. In 
figures it amounted to approximately so cents a square yard!) 
The various paving companies were laying, at that time, about 
3,000,000 square yards a year, so that, even though the con- 
solidation should obtain no economies and secure no higher 
prices, it appeared to the promoters that the paving profits 
alone would equal the fixed annual charges of $1,500,000 on the 
bonds. In addition the supply companies were making a liberal 


* Provided the maintenance during the life of the guarantee proved not too 
burdensome. 
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profit on the sale of refined asphaltum, which was estimated at 
the time as $750,000. Most of all, the promoters had implicit 
faith in the enterprise. Barber believed heart and soul in the 


business he was enga ed in. He was a man of unbou 
Wal [ore ane any other man, he had built up the asphalt industry 
ee eee the country, and he saw no limits to its expansion... Althoug 
. more conservative than Elkins in financial matters, and less 
confident in the power of monopoly than Greene, no doubts 
seem to have entered his mind that the Asphalt Company of 
America would fail to earn the fixed charges on its $30,000,000 
of bonds. In the matter of temperament.and_point.of.view, . 
Barber resembled George Westinghou Both men had a con- 
fidence in their respective businesses, such that they were 
blinded to the uncertainties of human nature, and the fortuitous 
influences of unforeseen events. 
As soon as the Company had been organized, a call was issued 
by the Directors for 10% of the par value of the stock, or $5 a 
share, as had been arranged previously. In the meantime, 
the enterprise met with such enthusiastic welcome from the 
public, that the stock of t sphalt Company of America, 
with only $5 paid, rose steadily 4’to $17 or $18 a share. When 
a market had been made for the Company’s securities, the 
promoters sold some of their stock, and with the difference 
between $5,— the subscription payment to the Company’s treas- 
ury, —and $14 to $17, — the figure at which it was acquired 
by the public, — they paid the subscription price of $5 for the 
stock they themselves continued to ho The first subscription 
of $5 a share placed the Asphalt Company of America in pos- 
session of $3,000,000 in money. The Company used half of 


he rights to subscribe to the stock sold freely at first for $1 a share and lat- 
() at $2.50 a share. First published sales were of August 4, 1899, on the Phila- 
delphia Stock Exchange ($5 paid), 13$ to 14. (Par, $50.) The quotations rose 
eadily, and the sales were cleverly manipulated. This part of the promotion 
seems to have been under the guidance of George W. Elkins. 
By the end of rgoo, the men in direct control had divested themselves, appar- 
ently, of all the stock except 160,444 shares, $8,022,200. Receiver’s Tatnall’s affi- 
vit to Court, January 26, 1903. 
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this m cquire the entire - wai 

ing companies at exorbitant prices. These were bought first by 
“téftain interested parties, and then sold to the holding Company. 

F. V. Greene, one of the promoters, already referred to as an 

important member of the Barber group, acquired four of these 

eleven companies from persons in Omaha, Nebraska, Newark, 

New Jersey, and in California.! This heavy expenditure of work- k cele? 

ing capital, made doubtless in the hope of eliminating’a competi- ; 


. een il-advise se 
panies, after they had been Bron ht together 
s the 


aving Company, “ produced nothing in 


“the way of-profitsand’entailed a loss, — to the Asphalt Company 


of America, — for the two years from 1900 to 1901, of $45, 682. - ¢ 


At the time of the Company’s promotion, estimates were 
made concerning its control over the business of the country. 
One estimate stated that the new Company would control 95% 
of the crude asphalt imported and produced in the United States 
for paving purposes, and would lay 75% of the = Tttis 
probably fair to assume that the Asphalt Company of America 
was directly or indirectly in control of about 80%, of the asphalt ea: 8 =| 
pavement being laid in the United States in 1899. 

Leaving now the details of the promotion of the Asphalt Com- 
pany of America, we may consider its fortunes as a business 
enterprise. During 1899, the accounting methods employed 
by the Barber Asphalt Paving Company showed th e Com- 
pany had received a nominal profit of $474,600.9 Of this 


1 Biddle Committee Report, 20. 2 Tbid., 20. 

3 fbid., 21. 

4 Total probable amount of asphalt paving to be laid, 4,000,000 square yards. 
The Asphalt Company of America would lay 3,000,000 square yards. 


Y iPeXO)” 3 e 2 opal EeOToGo te o EInOI manic $491,519.51 
Op? dd dois HOMO EDS ODOM D Oe Rare cigs 455,025.77 
heal) ve SSRs BODO ICG o torte 244,065.31 
Tfe20%6). GG; Sip ban Oot ORO CECE CRIES 474,000.98 


Biddle Committee Report, 6. 
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amount, soa $0 ve actually paid into the treasury of the 
Asphalt Company ef America. _T he Audit — 
Compan y.of New York, which i i. 


a ee 
reserves one accepts, the Barber Asphalt Paving Company 


was the only subsidiary of the entire group of concerns whose 
operations resulted in a net profit. Even the nominal profits 
on the business of this Company fell far short of the fixed charges 
on those Collateral Certificates originally issued to acquire it. 
These facts, however, were not fully understood. The report 
published by the holding Company for the six months ending 
December 31, 1899 showed earnings of over Spa and a 
surplus earned on the common stock of over $30,0 By all 
the evidence of outward signs, the Asphalt Company of America _ 


was a financi hat the earnings on the commo 
. were no more liberal co i uC 


first half year was occupied. principally-in-completing contracts 
Sma deemed ‘unprofitable because.taken under highly competitive 
J) conditions. _ gee was with some surprise, therefore, that the stock- 
holders learned that the Directors had called for a second sub- 
scription of $5 a share, to be paid early in 1900. At the time of 
incorporation, the stockholders paid $5 a share “ just to provide 


This and many of the subsequent figures are on the authority of the Audit 
pany of New York. Report to the Biddle Committee, July 18, 1902. 


*Biddle Committee Report, 7. 


s/ Dividendsvon*stocks# = . cle. . is eee eee eee $7092,333-50 
Interestrecelvedts)..05 . een eee ae eee 26,783.09 
$819,116.59 

Wess Organization expense eer etc eens 39,097.34 
$780,019.25 


Less 6 mos. interest on 
Colis<Drai@ertificates seesar cee eae 750,000.00 


Net surplus c..c:sisia tee a. blew noes se eileen $ 30,019.25 


predecessors just referred to, the Asphalt Company of America — 
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a deposit of $3,000,000 with the Land, Title and Trust Company 
as additional security for the payment of interest on the $30,000,- 
ooo bond issue.’’ Assurances were given, according to reliable 
report, that no further call would be made on the stockholders, 
as the Company would need no more money. 

In addition to these unprofitable contracts, inherited from its 


was confronted from the very first by conditions of severe com- 
petition. Among the persons originally interested in the New 
York and Bermudez Asphalt Company had been a Philadelphia 
politician and municipal contractor by the name of John M. 


_ Mack. In addition to his other affairs, he had built up a local 


asphalt paving business in Philadelphia, Pittsburg, and Reading. 
The New York and Bermudez Company had entered into a con- 
tract to supply him with asphalt, and he was on friendly terms 


with the Barber interests. When the Asphalt Company of ~— 


America was promoted Mack wished to have his paving com- 


A ee re promoters 
* $4,000,000 for it, a price having been determined by means of 

ca s he was then makin He was refused. 
= NO nye procter ble thatthe ri was beyond 


all reason, but they believed it better to have Mack, with his 
political influence, a friend on the outside than an active power 
within the consolidation. 

Mack was incensed. energetically, 
even though his company should be involved in loss. His 
knowledge of the contracting business made it clear to him 
that, although he might not receive many contracts, he could 
prevent them from going to the subsidiaries of the Asphalt 
Company of America on a remunerative basis. To carry out 


eA, 


eat 


‘ 


LL le " 


peer 


the plan, Mack had incorporated in New Jersey, on May 3, 1900, 
the National Asphalt Company. was his intention to include 
many of the sm competitors in it, and to gradually extend 


its influence throughout the Union. To make the position of his 
Company the more secure, he began to use Mexican asphalt, so as 
to throw off his dependence on the Barber interests for raw ma- 
terial. The influence of the new Company was felt immediately. 
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fy st bccontiact prioes of-paving did not se, Yet the es i 
TL was staggering under the load of $1,500,000 in 

) ~~“charges. It was clear that peace must be made with Mack. 

It was especially clear to Elkins and Widener, who bore unpleas- 
ant recollections of Mack’s power in Philadelphia politics and 
in the local traction situation. To this end a meeting of Barber, 
Elkins, Greene, and Mack was arranged in the office o 
R After some discussion as to the means of eliminating 
petition, Greene and Elkins conceived of an entirely new 
plan, not previously discussed. Greene proposed that the Na- 
tional Asphalt Compan: alt Company 


of America, after issuing.its.own.time notes to fund the total 


assessment of $6,000,000 already paid on the latter’s stock. 


Vet eAT oF 


j 
ee 
7 


told whether or not the Asphalt Company of America was prov- 
ing a financial success. On August 15, 1900, the charter of the 
National Asphalt Company was amended so as to admit of the 
consolidation.! On August 209th, the five dummy directors 
of the National Asphalt Company withdrew; and Messrs. Barber, 
Mack, Andrews, Sewall, and R. J. Wortendyke, an attorney, 
took their places.?, At the same time, Mr. Barber assumed the 
Presidency of the National Company. Under date of September 
13th, a circular was sent to the stockholders of the Asphalt 
Company of America, signed by Barber as President of the 
National Company, in which the National Company offered to 
acquire the stock of the older Company and assume its obliga- 


. tions. 
fy It may well be asked, at this point, why the younger, weaker 


Company was allowed b the.older.Company with its 
larger book assets. Three reasons were more or less important 
~~-inrdeciding this feature of the consolidation. First, and perhaps 
/ of greatest significance, was the ambition of Mr. Mack. He 
“desired to see his Company the dominant one; as the National 
Asphalt Company would, as soon as it took over the Asphalt 
Company of America, control over 75% ot the asphalt business 
1 Biddle Committee Report, 22. 2 Ibid. 
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of the country) From the evidence of those who were familie 
with the negotiations it seems to be clear that Mack desired to 
be considered a_“ Captain.of.Industry.” Apparently here was 
his chance, which he accepted on the impulse of the moment, 
without investigation or reflection, Again, should the National ? BF. 
Company take over the/funded obligations ef.the older Com-. 
pany, and expressly guarantee the payment of their interest 
and principal, the standing of these obligations would be some- 
what improved. _A guaranteed security will always command 
a higher market price than the same bond of stock without the 
_ additional assurance, even though the guarar the guarantor is conspicuously 
weaker than the Company issuing the securi! fo ThiS may 
seem unsubstantial and sentimental, but it has been a factor 
in all corporate combinations where consolidation is resorted 


to in defence of weaknes Another reason involved the ques- 4 . 
e stock of the Asphalt Com- 


tion of stockholders’ li 
merica was assessable up to its par value. At the 


pany o 
time of its issue, it was clearly understood that an assessment of 
10%, or $5 a share, should be immediately called, as was the case; 
but the optimism of the promoters blinded them to the possibility 
of a further assessment. When, however, a second call of $5 
had actually beeri made, on May 20, 1900, payable June 14, 1900, 
the holders of the stock had been brought to an abrupt realiza- 
tion of the further legal moreeae of mae a share. The magi 


The 
pi tae of the stock of the Asphalt Company of ATaerie 


a 
by the National Asphalt Company accomplished this desirable 
end. } This matter was especially significant, as 1,718 persons 


1“ The National Asphalt Company, through its subordinate companies, 
handled probably 85 or 90% of the asphalt sold in the U. S.” Affidavit of 
Sewell, XIII R. J. C. 677. 

2 New England Cotton Yarn Company, supra, p. 329. 

.4 More especially in the field of lighting and traction companies. 
(ti summary statements, in connection with reprinted extracts of Receiver 
all’s Report, Professor William Z. Ripley seems to regard this motive as the 
most important in determining the assumption of the Asphalt Company of Amer- 
ica’s stock by the National Company. (Trusts, Pools, and Corporations, p. 229.) 
Although perhaps prominently in the background, the present writer is convinced 
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holding the Collateral Certificates, out of a total of 1,976, held 
no stock in the Company. The remaining 258 persons, holding 
less than a majority of the par value of the Trust Certificates, 
held a liberal working majority of the stock! Receiver Tatnall 
summarizes this anomalous condition in an affidavit to the court, 
—‘ More than six-sevenths in number of the holders of the 
Collateral Gold Certificates of the Asphalt Company of America, 
who deposited their bonds under the plan of reorganization, and 
more than a majority of said deposited certificates, had no con- 
nection with the Asphalt Company of America as stockholders 
of record, at the time of the transfer of certain shares of its stock 
to the National Asphalt Company, in 1900.” ? In other words, 
the bondholders of the Asphalt Company of America and its 
stockholders were groups of different persons; and, in case of 
failure, the liability cn the part of the stockholders for $40 a share 
would represent a substantial asset of the Company, enforceab 
by its bondho 

With these general purposes in view, the capitalization of the 
National Asphalt Company was so arranged as to allow of the 
absorption of the older company. It authorized $22,000,000 
of “ full-paid, non-assessable’’ stock, and immediately issued 
the greater part. This amount consisted of $10,000,000 of 6% 
cumulative preferred stock and $12,000,000 of common stock. 
The Company also issued $6,000,000 of its own Collateral Gold 
Certificates to cover the total assessments on the Asphalt Com- 
pany of America’s stock. In the circular of September 13, 1900, 
the National Company offered to give $10 in its own gold certif- 
icates, $7 in its preferred stock, and $10 in its common stock 
for each share of the Asphalt Company of America’s stock, 
upon which only $10 had been paid’ Briefly, the money paid 
that the desire of Mack to appear as a “ Captain of Industry ” was far more im- 
portant in determining the relative dominance of the two companies. At the time 


all the parties looked on the.fail ure of the consolidation, once Mack’s competi- 
tion had been eliminated, as a remote possibility. 


1 366,951 shares out of a total of 508,952. Affidavit of Receiver Tatnall, filed 


January 30, 1903. 
‘ f Affidavit of Receiver Tatnall, filed January 30, 1903. 
{ 3 At the time of the conference in Flint’s office when the terms of consolidation 


were arranged, Barber suggested that the preferred and common stocks of the 
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in on the stock of the old company was preserved as a bonded 
liability of the new. This offer of exchange on the part of the 
National Company was immediately accepted by practically 
all of the outstanding stockholders.1. “It appears that a ma- 
jority had agreed to accept before the circular was issued.”’ ? 
Of the total amount transferred to the National Asphalt Com- 
pany, 160,444 * shares stood in the names of eleven of the Elkins- 
Barber-Crocker group, the men who might be regarded as the 
original promoters of the Asphalt Company of America. 

Besides the acquisition of the shares of the older combination, 
the National Asphalt Company also took over the group of 
small Asphalt Paving Companies which it it had been the - > original © 
intention of. Mr. Mack to consolidate into one enterprise. Sub- 
sequently, two unimportant contracting companies were acquired. 
For these various interests, aside from the stock of the Asphalt 
Company of America, the National Asphalt Company paid 
nearly $4,000,000, par value, in preferred stock, and $5,500,000 
in common stock. The par value of the securities acquired 
amounted to about $3,500,000, over a half of which consisted 
of the common stock of the Gilson Company, having little sub- 
stantial value.» The results of the consolidation may be seen 
from the table given on the next page. 

The consummation of this last extension of control in the as- 
phalt industry shows the National Company with a capitaliza- 
tion of $8,000,000 of preferred and $11,500,000 of common stock. 
Its own debt amounted to $6,000,000, and its assumed debt to 
over $33,000,000. The Company had, then, a total capitaliza- 


National Asphalt Company be divided between the owners of the Asphalt Company 
of America and the National Asphalt Company. This was done. 

1 598,852 shares out of 600,000. Affidavit of Receiver Tatnall, filed January 
20, 1903. 

2 Words taken from John Douglass Brown, Esq.’s Brief for Appellant, Wm. C. 
Bullitt. L.T. & T. Co. v. H. T., Rec. — U. S. Circuit Court of Appeals for third 
dist., March, 1904, Nos. 45 and 47, p. 24, l. 27. 

3 Affidavit of Henry Tatnall, Receiver, filed January 26, 1903. 

4 Biddle Committee Report, 29. 

5 See table on page 443. 

6 Counting the bonded debt of the subsidiary companies of the Asphalt Com- 
pany of America. 


PROMOTIONS AND REORGANIZATIONS 


442 


%Worr 


ZuIpuejsing Auedwmoy zeydsy [euoeNy 94} Jo sorjtmnsag 


peqiosqy sarurdui0s 


PrOOLL + z60'16b*z grr‘rrl‘t ftteersesecesees sogivygy) JuasuIjUOD pur pexly 
Mgr o00'00£ b gri‘110'z Qvr‘ris‘r CD se sazieyo pexly 
% 9g OSb‘g6g°L a oLlo‘oto'6S$ 6z8*g£6'g9 eee meee eee renee ee eee eee ey $aqiandag 1210, 
Wer 010'666‘E 1+ o00'06h‘ Lb Oz6‘0OHSS * saBIveyD JUesuIJUOD puL pexIy SuLmeeq satztndag 
% Orr 000‘000‘o¢-+- Oz6‘06hOf¢ OZOSO6PES cess peseseeeerss QsaiajUy SulIvaq SaiztINIag 
PIO 03 Mon 93ejzUI9I0g qunowy MONT PIO AUVWWAS 
asuey) 
oLcfoSS*11g| **** | PHOOLEg | 0L0'666'Lg] -°*- | gh1‘T10‘zg] COO‘O0O'9g | -*- 620*0Oh‘EL$ | OOQ‘LHHELS | QrI‘IIL‘'Ig | 6zO‘OOH‘ES|---- °° SAS TBO, 
olotoSs‘s teas bro'iee oLlo‘66L‘¢ - . see fees . . 209‘LFr'e ae seer Steller ost SHOOTS 
pasinbop saiuvguoy 42410 
o00‘o00og =| %oz | oootzSzg | Oo0‘o0z ‘hg | % 1 | Coo‘o0k 000‘000'9¢ | %oz aries 000‘000of$ es OD Oe "SO = (pred usaq 
Pry coo‘ocoo‘og 10 %oz 
AjuO yotyM uodn) 4903S 
ges‘ror'r ey sees | SSL‘o€9*6z oe ges16r'r | SSLtofg‘6z |**** saqzeoqIZI9_ [eI9}eT[0D 
, o19‘O1z$ BO wy “+ | PLr‘ogg‘eg me o1g‘OIcg =| HLI‘ogg‘eh |°******* spuog SursjIapuy, 
‘poidaup fo Kungduoy yoydsy 
9339133 a7eZ0133y | o[sur a7ye30133y | o[3ur 
+ Vv pete®. eo Oe sasieys Eo aes spuog SSPIQ 2uQ]| sesreqD Eonca 
. XT $0} 2991]I97) “TO SULA[Iopu 904 OXT, : 
4003¢ wourMI07) -u0) 4903S porayjoig poxta cae ple fe oueN PERSE) 03S pexta 


ANVdWOO LIVHdSV TVNOILVN HHL A0 NOILVZINVOUYO 


THE ASPHALT CONSOLIDATION 443 


tion in the hands of the public of approximately_$60,000,000, 


carrying fixed charges of approximately $2,000,000. The par 
value of the stock of the Asphalt Company of America was 
more than that of the securities of the National Company given 
in exchange, so that it appeared as if the reorganization repre- 
sented a reduction in capitalization. This reduction was, = «.. 
however, fictitious as { d 


yhich. 
increased fixed and contingent charges, so that there was an . 
actual increase in the annual interest and dividend payments o 
The distribution of securities may be readily 


seen f ollowing table. 


SECURITIES ACQUIRED AT FORMATION OF NATIONAL ASPHALT COMPANY 


eee 
T 
C 
Value Seats Bonds Wraaity ‘ res 
Asphalt Company of America Stock 
(upon which $6,000,coo had been (Approx. ) 

fiae)) > do oe eadakusHsoaaronadane austere $30,000,000 | $6,000,000 | $4,200,000 | $6,000,000 
Commercial Asphalt Company ..... $1,000 
David Folz Asphalt Paving Co. .... 50,000 
Gilson Asphalt Company (Pfr.) ...- 260,3Cc0 
Gilson Asphalt Company (Com.) ...| 2,140,300 
Manhattan Trap Rock Company .. 500,000 
Mack Paving Company of N.Y. ... 10,000 
N. J. Mexican Asphalt Co. ........ 100,000 
Pennsylvania Asphalt Paving Co. .. 250,000 
Venezuela Asphalt Company ...... 124,000 
Trinidad Asphalt Company of N. Y. 1,000 
Trinidad Asphalt Company of N. J. . 2,000 

$3,447,600 eis Fear 3,799,070] 5,550,070 

Temporarily in Treasury ........-- Bee Aedes ease 2,000,930 449,930 

sliotalameriectecce.- Sea $33,447,600 | $6,000,000 | $10,c00,000 | $12,000,000 


In addition to the rearrangement of the items of capitalization, 
there were certain new provisions more or less noteworthy. 
The Asphalt Companies agreed with the Land, Title and Trust w\ 
Company, as trustee, to increase the annual payments to the Ne | 
sinking fund of the ; = 


Rt, 
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to $300,000 a year.!. Furthermore, they agreed to give over 
to the Land, Title-and Trust Company notes and securities 
of subsidiary Asphalt Companies, amounting to slightly less 
than $5,000,000, and sufficient money to make the total fund 
equal $6,000,000. This was equivalent to the two assessments 
on the stock of the Asphalt Company of America. In case of 
necessity, part of this fund could be used to pay the interest on the 
Collateral Certificates, but the agreement required that any 
amount so used should be replaced within a year. These pro- 
visions, it will be noted, were intended to further strengthen the 


‘ertificates. There was seeeade a this, { ‘ores the eredit of 


Tis Company had begun to decline. 


* Agreement for further security, dated December 31, 1900, article 4. 
> Agreement for further security, dated December 31, 1900, article 1. 
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CHAPTER XVI 


THE COLLAPSE AND REORGANIZATION OF THE ASPHALT 
CONSOLIDATIONS 
— 

Competition confronting the National Asphalt Company, 445; controversy 
in Venezuela, 446; meagre profits of the Asphalt Consolidations, 448; withdrawal 
of Barber, 451; failure of the National Asphalt Company, 452; the Biddle Com- 
mittee Report, 456; plan of reorganization, 457; litigation following reorganiza- 
tion, 460; causes of failure of the asphalt consolidations, 46r. 


CHRONOLOGICAL SUMMARY 


1901, Decline in value of securities and reports of committees. 
1902. Receivership of the two holding companies. 
1903. Reorganization and incorporation of General Asphalt Company. 


AFTER the National Asphalt Company became supreme in 
the field its business did not prosper. Competition did not 
cease. Although the Bermudez and Trinidad deposits were 
undoubtedly the most valuable in the world, other inferior 
asphalts found a ready market because of their lower costs. 


aving asphalt from the heavy Califor- 


petroleums. his asphalt was not only more ‘cheaply 
—prodigedthan-the Alcatraz asphalt, but it could be profitably 


placed in eastern cities in competition with the South American 
asphalt of the Trinidad Company. The discovery and profitable 
exploitation of the California petroleum asphalt put an end, 
once for all, to the hope the National Company had 
of holding a monopoly in the raw material.| To meet this new 


ondition has been described by a chemical engineer familiar with the 
alt business; — “‘ As a matter of fact, if it had not been for the development 
of manufacturing paving asphalt from Californian petroleum, it is probable that 
the combination would have had a fair chance of success. At the time the com- 
bination was formed there was no asphalt on the market manufactured from Cali- 
fornia petroleum. The only Californian asphalt on the market was that extracted 
445 


; 
Most serious, however, was the development of a new process 


446 PROMOTIONS AND REORGANIZATIONS 


competition, the Trinidad Company reduced its price for Trinidad 
and Bermudez Asphalt so low that little profit was realized. 

The paving business, too, was unprofitable, largely because 
of/the aggressive bidding on contracts by Messrs. Chas. M. War- 
d P. R. Quinlan of Syracuse, New York. Although the 
r became a stockholder of the Asphalt Company of 

America subsequently,? yet during 1900 and igor, the Warner- 
Quinlan interests waged a severe competitive war against the 
[© Barber Company, first with the codperation of Mr. Mack, and 
«later alone. They failed to secure any large percentage of the 
= — 
ee paving contracts, but prevented the Barber Asphalt Paving 

o __ Company ‘rom obtaining them.on.a.cemuneiaiave basi Dac 

_~-~ "Another unexpected handicap that the National Asphalt 
pany met was the serious and costly litigation over the title to 
the deposit of raw asphalt in Venezuela. This title had been 


by the Alcatraz Company from the asphaltic rock of California and the hard 
asphalt produced in mining operations. Neither of these asphalts could be placed 
east of the Rocky Mountains in competition with Trinidad or Bermudez asphalt. 
When, however, it was found that an excellent paving asphalt could be manufac- 
tured from Californian petroleum by distilling off the lighter oils and that such 
- asphalt could be placed in the eastern cities (bitumen contents being taken into 
account) as cheaply as Trinidad or Bermudez, there was no hope of establishing a 
monopoly, as production of California petroleum was and is unlimited as far as the 
asphalt market is concerned. This development of California asphalt could not 
have been foreseen, for although many endeavors had been made to make a paving 
asphalt out of eastern and Texas petroleums, they always resulted in failure, al- 
though out of these petroleums a so-called asphalt was manufactured which was 
hased at a low price by paving contractors and mixed with Trinidad or Ber- 
~ mudez asphalt to bring down the cost.” 
1 Charles M. Warner was one of the promoters of the American Malting Com- 
any, supra, pp. 272 {.; he sold a glucose refinery to the Corn Products Refining 
pany, p. 104; he was concerned in the formation of the Bay State Cotton 
Corporation, p. 380, and became subsequently a Director of the International 
Cotton Mills Corporation, p. 387. He had owned a small contracting company, the 
Columbia Construction Company, which had been bought out by the United 
Asphalt..Company syndicate at the time the Asphalt Company of America was 
formed. He was not then told that his Company was being acquired in the in- 


terests of an industrial consolidation, and did not ask the relatively high price that. 
_ would enable him to obtain a profit corresponding to what he had already obtained 
_ in selling his malt housés to the American Malting Company, and that he later 
obtained in the sale of his glucose refinery to the Corn Products Refining Company. 


2 Report of Receiver Tatnall on “‘ Call on Stockholders,” filed July 6, 1903. 
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granted to a subsidiary, the New York and Bermudez Company, 

in 18831 and further strengthened by a mining title granted in 

1888. But the Venezuelan government, finding that the business 

of exploiting was proving profitable, permitted certain favored 

persons to enter titles to lands and asphalt deposits already 

granted to the New York and Bermudez Company. One of these 

fictitious titles was sold to the Warner-Quinlan Company for 

$40,000.? Just before this on October 23, 1899, General Cipiano 

Castro had, by revolution, become Dictator of Venezuela. He 

proceeded to protect the new titles to the asphalt deposits by 

further decrees granting additional railroad and dock concessions. 

The Asphalt Company of America naturally strove to defend 

its rights so far as the Venezuelan courts would permit. In 

the course of the controversy, an agent of Castro offered to 

“put the thing through exactly as wanted, and in such a way 

as to insure the Company against any future difficulties in the 

matter of rights and properties, all for the sum of $400,000,” § ) 

The Company refused to pay the sum, an appealed to the De- 

partment of State, at Washington, for relief. Secretary Hay 

replied, “that the Department does not feel warranted in aes 
interfering with the course of judicial proceedings in Venezuela.” 4 Ope cad 
These judicial proceedings proved very costly, and although, : 
subsequently, while Castro was engaged in a controversy with 

Germany and Great Britain, his courts rendered a decree in. 
favor of the Company,° the expenses during the two years, Igoo 

and rgor, averaged $220,000 a yet) Besides the direct expenses 

the Company was hampered in getting its supply of raw material, 

the quarrel sometimes even reaching the stage of a pitched battle 


’ Granted to Horatio H. Hamilton, Sept. 15, 1883, and assigned to the N. Y. 
& Bermudez Co., in 1885. Concession to exploit the asphalt and woods “ in the 
uncultivated lands of the State of Bermudez.” 


? “Ta Felicidad ” sold May 25, 1900, to Patrick Sullivan, secret agent of Messrs. 
Chas. M. Warner and Quinlan of Syracuse, N. Y. 

* Letter of A. H. Carner to the National Asphalt Company, dated December 
29, 1900. Quoted in Seizure of the Property of New York and Bermudez Co., 17. 

* Letter of February 28, rgor, to Nicoll, Anable, and Lindsay. Jbid., 24. 

5 January 28, 1904. Details, ibid., 33. 

6 Biddle Committee Report, 47. 
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between loyees of the Company and the soldiers of the 
Governme 

These disturbing conditions showed themselves in the earnings 
of the subsidiary corporations of the Asphalt Company of 
America. Severe losses were sustained by the two general con- 
tr g companies. Neither of these had anything to.do with 


asphalt pavement,” and both had been a burden to the Asphalt 


1 Subsequent incidents of this controversy may be of interest, as it threatened 
at one time to attain international importance. Long prior to the favorable judg- 
of the Venezuelan court, Barber had left the National Asphalt Company, 
A H. Carner, the agent in Venezuela, was called to New York early in rgor, and 

was summarily dismissed. In 1902, Barber and Carner, with the financial help of 

t Franklin Haines forme e = n As mpany as a competitor of _ 
sphalt Company of America. At first the new Company derived its supply 
: 2 of Asphalt from Mexico. In March, 1904, Carner went to Venezuela, and was told 

Mh 


by Castro that the latter had procured evidence which showed that the National 
8 Asphalt Company had helped to finance a certain unsuccessful revolution against 
him, instigated by one Manuel A. Matos. He proposed that his courts should 
throw the Bermudez Company into the hands of a receiver and that Carner 


should be appointed. This was done. Meanwhile Barber, in New York, formed 
the A. L. Barber Asphalt Company to use the Bermudez asphalt furnished by 
Carner. At the same time he had the paving specifications of the Borough of 
Manhattan so changed as to contain a note to permit of the use of Venezuela as- 


phalt alone, — the supply of which he himself now controlled through Receiver 
Carner. The Castro government then brought suit to annul the original conces- 
sion to the New York and Bermudez Company, on the ground that they had failed 
to canalize certain rivers. Afterwards, the Government added the charge that the 
New York and Bermudez Company had furnished the Matos revolutionists with 
a gun boat, the Ban Righ. The actual payments to Matos amounted to $145,000. 
Castro demanded of the New York and Bermudez Company a heavy penalty, 
amounting to something like $5,000,000. Various appeals were made to the Gov- 
ernment at Washington, Commissions were sent to Venezuela to investigate, and 
gunboats to insure a respect for our Government. There were charges and counter 
charges. Largely as a result of the controversy, Assistant Secretary of State 
Loomis, and Mr. Bowen, Minister to Venezuela, retired from the diplomatic ser- 
vice. Finally, in 1908, the Castro government was overthrown, and on February 
13, 1909, the Bermudez Lake was returned to the New York and Bermudez Com- 
pany, the latter agreeing to a fine of| $60,000. (For particulars, see Senate Docu- 
ment 413, 6oth Cong., ist Sess.;"Letter of John W. Foster, April 14, 1908, and 
Appendix (printed) very full; Taft Letter on the Bowen-Loomis Controversy; 
1907 North. Am. Rev. 579; also two publications by interested parties, — “‘ Seizure 
of the Property ’”’ etc., by New York and Bermudez Co., and “‘ Castro and the 
Asphalt Trust ” by O. E. Thurber.) 


2 The National Contracting Company, the more important of the two, had been 
formed in the early history of the Barber Asphalt Paving Company for the purpose 
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Company of America. During the years from 1899 to 1901, 
practically every contract undertaken by these two companies 
resulted in a loss; in the aggregate, these losses averaged upwards 
of $230,000 a year. The expenses of the litigation in Venezuela, 
and the direct losses of the contr companies amounted 
in two years to the round sum of/$900,000.!1. These two items 
alone equalled almost a third o e“Interest charges on the 
Collateral Certificates. The other subsidiary companies were, 
unfortunately, no more profitable under the National Asphalt 
Company than they had been under the Asphalt Company of 
America. It will be remembered that, at the close of 1899, the 
books of the Asphalt Company of America showed a profit, 
after charges, of $30,000, whereas subsequent revelations showed a 
net deficit of $900,000.2 During 1900, the Barber Paving 
group made a profit of nearly $250,000, and the supply companies 
a profit of $150,000. To counterbalance this, the Alcatraz 
group sustained a loss of $190,00 the Consolidated Paving 
Company one of $37,000. , the total earnings of the 
subsidiaries of the Asphalt Company of America amounted to 
$225,000, while the interest charges called for the payment of 
nearly $1,500,000. Hidden away in the books of t e-subsidiar 
companies there was an _a¢ ial -deticit“of $is6e 500% J During 
the preceding year, the deficit had been $900,000, so that, at the 
close of 1900, the Asphalt Company of America had sustained 
a total loss of over $2,000,000. 

Meanwhile other matters, more or less personal, were under- 
mining the position of the asphalt consolidation. Before the 
formation of the Asphalt Company of America, the Barber 


of undertaking contracts other than paving, with the idea of keeping the employees 
of the Barber Company busy during winter months and in cities where the paving 
plants were idle. It incurred nothing but heavy losses. 
1 Biddle Committee Report, 47. 

2 The figures in this paragraph are deduced from the Biddle Committee Report. 
8 Tt will be remembered that the Asphalt Company of America paid over $7,000- 
in Collateral Certificates for the Alcatraz companies. The interest on these 
ertificates amounted to over $350,000. 

4/The following tables illustrate the general profit and loss accounts of the sub- 
iary companies of the Asphalt Company of America during 1900, Figures 


eg ae 


© 
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Asphalt Paving Company was almost @ (close Sorporation. It 
was a matter of common report that no important motion was 
carried through the Board of Directors except by the unanimous 
consent of all the members. The loyalty of each Director 
to the Company was remarkable, as is shown, for example, 
by the fact that the high credit of the Company was built up 
through the personal endorsement of the Company’s notes _ 
associated with each other. They were on terms of intimate 
friendship. When the Barber Company was taken over by the 
Asphalt Company of America, although the same men retained 
more or less responsible positions, this personal appeal of the 
organization was lost. New men, like William H. Crocker, 
became interested in the Company, and its real ownership was 
transferred from the Directors themselves and their friends 
to the general investing public. Elkins proved very successful 
are compiled from the reports of the Audit Company of New York to the Biddle 


Committee. The figures for 1901 are added together with the additional profit 
and loss statement for the National Asphalt Company for the purpose of compari- 


son. 
1900 IQOI 

Barber Asphalt Paving Company..... (Profit) $245,341.57 (Profit) $506,358.22 
Supply Companies Bays. eae aeicisieciecies (Profit) 140,337.42 (Loss) — 60,460.22 
Alcatraz’ COMPARIeS ... ce s/caas ee: (Loss) — 190,313.33 (Loss) — 142,755.03 
United Asphalt Company ........... (Profit) 13,671.25 (Profit) 30,247.84 
Net Profits of above Company ....... $209,036.91 $333,300.81 
Subsidiary Income, after Deducting 

General Expenses and Bad Accounts 16,800.17 156,052.02 
Net Earnings from Operation of Asphalt 

Company of America ............. 225,837.08 480,442.83 
Less Interest on Asphalt Company of 

America Collateral Certificates ..... 1,401,537.72 1,491,537-72 
ADYSiYo)| Saaeeet Sue Oromo me Ceres 1,265,700.64 1,002,094.89 
Losses of the Subsidiary Companies of 

the National Asphalt Company, not 

included in the Asphalt Company of 

America. (The year of the Consoli- 

dated National Asphalt Company 

began January 1, 1901) ........... 118,015.57 
Net Deficit of National Asphalt Co..... I,120,110.46 
Interest Charges on the National 

Asphalt Company Collateral Certif- 

RGAEES re sve ssisitieie-s: che rroseneeteei nie eens 300,000.00 


Deficit Consolidated Companies ...... $1,420,110.46 


(In the above summary no annual charges to sinking funds were included.) 
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in making a market for the Company’s securities, but this invol- 
ved a decentralization in real ownership. The making of a 
market, too, presented temptations. When the Barber-Greene- 
Elkins syndicates had acquired the subsidiaries of the Warren- 
Scharf and the United Asphalt Companies they had paid for 
them in money raised by loans from bankers. When the market 
for these Certificates was first determined, — from 90% to 
97 %, — the syndicate managers liquidated a sufficient amount 
to enable them to pay the loans with the bankers. This liquida- 
tion represented the first Certificates presented for sale. Soon, 
however, a Director from the far west, feeling no particular 
responsibility toward the Company, much less toward the 
Philadelphia investing public, began to press his Collateral 
Certificates on the market. Many of them were absorbed by real 
investors, who had been inspired with confidence in the enter- 
prise through the connection of Elkins and Widener. The price 


realized was about 85%. Subsequently other Dire ; began 
to sell, and possibly also some of the smaller inte: 
Meanwhile Barber, Greene, and Elkins held\most of their 


Collateral Certificates through a constantly falling market. 
After Mack and the National Asphalt Company had entered the 
consolidation slight friction arose. Barber felt t 
toward the business slipping away. Mack all al 
dislike for Elkins and Greene to r t the same 
time Barber, with the insight into the business obtained by 
long experience, saw clearly that the subsidiary companies, 
harassed by competition on every side, could not earn a 


The smaller interests included minor officials and employees who had an 
intimate knowledge of the details of the business and sold out their comparatively 
all holdings as soon as the securities were issued. 
* According to aconfidential statement issued later by Barber, he discovered 
“that the chief executive officer was marked for dismissal, or, as the phrase was, 
would go over the gang-plank when the first landing was made’ that the very men 
who had caused the existence of the Asphalt Company of America and its merger 
with the National Asphalt Company were to be the objects of political and business 
“hold ups,’ as had previously been already done (and shortly after was done 
again) all of which was communicated to Mr. Barber in strict confidence (from 
which he now considers himself released.” Statement of A. L. Barber, dated 
Washington, D. C., April 30, 1908, 
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sufficiently large net profit e the Asphalt Company of 
America to meet the“interest chargesyon its outstanding obli- 
gations. Accordingly he sold his Collateral Certificates at 
various times. On January 3, 1902, three days after the 
National Company had assumed control of the consolidation, 
Barber resigned his position as President, and thereafter ceased 
to concern himself with its affairs. He did this ostensibly to 
save th is salary of $30,000'a year, but in reality, 
because he had.lost his financial and personal interest_1n the. 


entire enterprise.’ Thereafter the direction of the Company’s 


“affairs rested’ in the hands of Mack and his own associates. 

Greene was the only one of the old Barber group who continued 
in active control. He was Managing Director of the supply 
. company. 

As the time approached for the payment of the semi-annual 
interest of April 1, r901, there was no money in the treasury 
of any of the Companies with which to meet it. To maintain 
the credit of the Company the interest must be paid, and the 
only means available was to borrow. On March roth, the Direc- 
tors of the Asphalt Company of America passed a resolution, 
authorizing the Land, Title and Trust Company to take $745,- 
768.86,2 from the cash in the trust fund of $6,000,000 created 
at the time of the formation of the National Asphalt Company, 
as an additional security for the underlying certificates. With 

is, the Trust Company paid the interest on the Collateral 


ca 


Barber withdrew and later with certain others formed the Pan-American 
mpany, and later the A. L. Barber Asphalt Company. The connection of this. 
latter Company with the seizure of the Bermudez pitch lake in Venezuela was re- 
ferred to in the note on page 448. On January 17, 1906, he was instrumental in 
forming the Independent Asphalt Association, to bring together the independent 
paving contractors to fight the Barber Asphalt Paving Company. These con- 
tractors were chiefly customers of the A. L. Barber Asphalt Company for the Ber- 
mudez Asphalt which Barber then controlled through Receiver Carner. Mack is 
said to have remarked that the Association was Barber’s selling agency. It cer- 
tainly furnished him with an organized outlet for the Bermudez Asphalt. er 
die i 190 uring the latter part of his life he invested heavily in the 
automobile industry, controlling companies manufacturing the “ Stanley Steamer ’” 
and the ‘‘ Locomobile.” 

2 Testimony of Albert A. Outerbridge, given March 4, 1903. L. T. & T. Co 
v. A, Co. of Am., Consolidated Suit. Record, 323. 
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Certificates due April 1, 1901. By a similar resolve, they also 
took from the. fund the interest on the Certificates due 
October 1, 1991.! “In a word, the Asphalt Consolidation paid 
the interest on its securities through extensive borrowings known 
anagement and the trustee, while the business 
of the underlying compani as eumulating a constantly 
increasing deficit. _This misrepresentation\was made possible 
by the intricate intercorporate relations between a holding 
company and its subsidiaries. The actual state of affairs was 
unknown to the public and the only suggestion of impending 
disaster was the rapid decline in the market value of the securities. 
Such officers as consented to discuss the situation could not 
account for the decline, and inspired interviews emphasized the 
troubles in Venezuela and the unsettled conditions of trade. 
The decline was the more surprising, because the average market 
price of industrial securities had been rising since the promotion 
of the Asphalt Company of America. 

The officers were, apparently, blind to the real condition of 
the business, although perhaps not so completely as they sub- 
sequently asserted. Mr. Mack and his associate, Mr. Sewall, 
had risked their own business interests and reputation in the 
formation of the National Asphalt Company. They held their 
securities during the collapse and reorganization of the enter- 
prise, and paid the assessment on the stock. As late as Septem- 
ber, 1901, Mr. Mack asserted, “‘ I have every reason to believe 
that the increased volume of the business and the many econo- 
mies of administration and operation introduced this year will 
result in a substantial increase over the earnings of 1900, when, 
as you are aware, the interest on the $30,000,000 Asphalt 5’s 
was earned and paid.” ? He later stated that the truth con- 


the Company’s affairs “‘ came as a disagreeable surprise (ia 


The fund in question was largely invested in the notes of the subsidiary 
asphalt companies. It appears from other evidence that to supply the necessary 
yy money the Barber Asphalt Paving Company borrowed from banks and made 
an advance payment on account of its dividends amounting to $560,000. This 
enabled the Asphalt Company of America to meet the interest due October 1, 1901, 
on. its outstanding Collateral Certificates. 

2 Land, Title and Trust Co. v, A. Co. of Am., Record, p. 116, 1. 32. 

® Philadelphia Public Ledger, April 1, 1902, quoted in Record, page 117, line 13. 
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to him soon after this assertion was made. The most that can 
be said is that Mr. Mack conceived himself a true “ Captain of 
Industry ”’ and came to realize the difficulties of his position 
only after the hopelessness of the Asphalt consolidation was 
forced upon him. He asserted that it was ‘“‘ manifestly impossible 
that I, or anyone, could have carried along the intricacies of a 
business in which there were sixty-nine subsidiary companies.” ! 
It had been possible for him to compute on paper, on the basis 
of the net profit he was accustomed to make and the amount 
of work under contract by his subsidiary companies, that the 
business was earning its fixed charges. Moreover, he had not 
had a long familiarity with all the phases of the asphalt business, 
and probably failed to give important details the attention 
necessary to form a correct estimate of the true earnings. General 
Greene was in a position to understand fully the situation, but 
he maintained full confidence in the ultimate success of the 
consolidation, and it appears that he retained his securities 
through the depression, losing heavily in the reorganization. 
Mr. Elkins and Mr. Widener were simply financiers. As soon 
as the combination had been formed, they passed over the active 
management of its affairs to others. Their names secured a 
wider investment market for the Company, and gave to the 
whole combination a standing in Philadelphia which it other- 
wise could not have possessed. In all other respects, their 
connection with the actual business of the Company was purely 
nominal. 

During October, 1901, the serious state of the Company’s 
affairs was realized by men close to the management. Rumors 
of financial unsoundness reached the public, and the market 
price of the securities of the Asphalt Companies fell rapidly. 
On November 14th a Committee was formed to represent the 
Asphalt Company of America’s Collateral Gold Certificates, 
and four days afterward another Committee to represent the 
securities of the National Asphalt Company. Henry W. Biddle 
acted as Chairman of the former Committee, and William F. 
Harrity of the latter. Their preliminary investigation was not 


1 Philadelphia Public Ledger, April 1, 1902, quoted in Record, page 117, line 6. 
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reassuring; and on December 28, 1901, they caused the Land, 
Title and Trust Company, as trustee for the holders of the 
funded debt, to file a Bill of Complaint, praying for the appoint- 
ment of Receivers for both the National and the Asphalt Com- 
pany of America. The petition was granted by Judge Kirkpatrick 
of the Circuit Court, who appointed as Receivers, Henry Tatnall, 
then President of the Franklin National Bank of Philadelphia, 
John M. Mack, Vice-President of the Nati Asphalt Company, 
and John F. Shanley, a sub-contract 

The failure of the Asphalt Consolidations created almost a 
public scandal in Philadelphia, where their securities were 
chiefly held. On the strength of the financial backing given the 
enterprise by Elkins and Widener, and the generally favorable 
attitude which most Philadelphia bankers took toward the whole 
undertaking, large numbers of small investors had been induced 


ir savings i ollateral Certificates of the Asphalt 


Company of America. As they were issued in hundred dollar 
~ pieces, they appealed to the class of savers who had not the money 
to buy a five hundred or a thousand dollar bond. Furthermore, 
the investment bankers had, in the years 1900 and 1gor, lost 
all their conservatism regarding industrial enterprises; and, 
through the bankers, the wild mania of misguided optimism 
reached the investing public. When the crash came, a very large 
proportion of the Collateral Certificates were in the hands of 
people who could not afford to lose their savings, people, more- 
over, who knew nothing concerning finance, and had relied 
Many of these, previously in circumstances, had their 
incomes entirely stopped by the failure of the Company, and were 
compelled to take lodgers, or turn to relatives for support. The 
daily papers of Philadelphia took up the cause of the deceived 
investor, and did much to focus indignation on all in the least 
concerned in the promotion of the enterprise. The feeling 
against these men reached so intense a pitch that their careers 


1 Mr. Shanley was appointed as the resident New Jersey Receiver, as the court 
required that one of the receivers should be a resident of the state. Later he re- 
signed. 
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and motives were cited b the papers and_ the pit as typical 


/Yet they were er by no dis- 


been caught ne the insane fever for 


S of an untried industrial enterprise were 

aes ee canon of sound investment. = the failure ~ 

' came, they cast about for other shoulders to bear the blame for 
their own impulsive judgement, forgetting that the responsi- 
bility of choice was theirs alone. 

During this time, the ponderous machinery of the law was 
bringing order out of the chaos of ruin. Under its direction, 
Receiver Tatnall was organizing the business into compact form. 
He liquidated those subsidiary companies which failed to show 
a profit. He consolidated others. He brought several manu- 
facturing plants under one roof and closed those unfavorably 
situated. The California property of the Alcatraz Company, 
for which over $7,000,000 had been paid in Collateral Certifi- 
cates, was allowed to go for an underlying mortgage of $400,000. 


In all ways, the Receivers conducted the business with marked 
wisdom. : . a 
«--"""'The Biddle Committee issued a preliminary report, on March 


27, 1902, in which they incorporated the statement of earnings 
prepared for them by the Audi » «This 
statement served to emphasize further the deplorable conditions 
into which the Company’s finances had sunk. On July 18th of 
the same year, the Committee issued a more exhaustive report, 
setting forth, at some length, the promotion and financial history 
of the two Asphalt Consolidations. After a somewhat cursory 
analysis of the earnings of the companies during the preceding 
two and a half years, the Committee recommended an immediate - 
reorganization of the Company. The report closed with a letter 
from Receivers Tatnall and Mack, stating that “‘ We believe it 
reasonably safe in making up your Plan of Reorganization, to 
calculate that the net annual earnings will approximately be 
$700,000.” This amount was reached by adding to the average 


1 Biddle Committee Report, 47. 
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earnings of the Company the losses suffered by the subsidiary 
contracting companies and a proportion of those incurred in 
Venezuela. Early in July a plan of reorganization was agreed 
upon between the Biddle Committee representing a majority 
of the Asphalt Company of America’s Collateral Certificates, 
the Harrity Committee representing the securities of the Na- 
tional Asphalt Company, and the two Receivers. This plan, 
later successfully carried out, deserves careful study, because 
of the radical manner in which all the old securities were treated. 

Three ial mention. Most significant is the 


the holders of the old Collateral Certificates of ——~ 
the Asphalt Company of America. receiving only a half of their 
bonds in new preferred stocK.! In this way, all fixed charges 
were avoided, and the complicated relation between the Asphalt 
Companies and the Land, Title and Trust Company, as Trustee, 
became a thing*of the past. Further, the Directors were 
forbidden to incur a floating debt in excess of a certain snout?) : 
without making themselves personally liable for its paymen 
__ The second noteworthy feature was the reduction ofcapitaiza_ [| __ 
tion. The total capital liability of the Asphalt Companies 
amounted to upwards of $90,000,000 of which upwards of 
$60,000,000, were in the hands of the public. This was reduced, 
in the reorganization, to less than $30,000,000 of stock, and some 
underlying bonds. _ Last, but certainly notleast.for.the success oa — 
of the new company, was the working capital of $2,500,000, for eam 
which the plan provided. All the securities, except the Col- 
lateral Certificates of the Asphalt Company of America, were 


asses The men behind the reorganization had in view a 
closel t, conservatively capitalized company, with no funded 


and little floating debt, and a liberal sufficiency of working capital. 


etails taken from Plan of Reorganization dated July 18, 1902. 

5% of the outstanding capital stock, approximately $3,600,000. Plan of 
ganization, 3. 

his liberal contribution of working capital was made possible by the willing- 
3 of Elkins, Widener and their associates to contribute $2,250,000 for the com- 
mon stock of the new company taken at 50%. There was little chance that the 
stock would be worth this, so the relief afforded represented a distinct sacrifice on 
their part. 
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The details of the exchange of securities can be seen at a glance 
from the table given on the preceding page. The 5% preferred 
stock was not to be cumulative until two years, and then 
involved dividend payments of only $700,000, in contrast with 
the fixed and cumulative charges on the old securities of over 
$2,000,000. The preferred stock could be exchanged into common 
stock at the rate of $150 in common stock for each $100 in pre- 
_ferred. The new Company_was_to_beprotected by Voting yo 

Trustees during a perio il 

Almost as soo the plan was announced, opposition arose 
from two quarter It failed, however, to interrupt the reor- 
ganization proceedings; and on September 20, 1902, William F. 
Harrity was quoted as saying, “ The amounts (of securities) 
deposited justify the committees in declaring the plan of reor- ‘ 
ganization operative.’? On October 2d this was ‘oh 
During the latter part of December, 1902, the various trustees * 
instituted suit in the United States Courts for the sale of the 
assets of the two companies, and the suits were all consolidated 


by Judge Kirkpatrick, On April. 3,.1903,°.he signed a decree 
torsng the se ofthe entire aes of he subir of he 
Aa ce owest price to be accepted, 
the ‘‘ upset’ price so-called, was fixed at $6,000 000. On May ts, 


1903, the entire assets of the whole asphalt group of companies 
was bid in by one Henry C. Everdell, for $6,006,000. Three 


1 uly 23, 1902, Hannah V. Gallagher, a holder of $21,000 Asphalt Company 
of America, Collateral Certificates brought suit in Philadelphia to have the plan 
declared illegal. 

July 24, 1902, Wm. C. Bullitt sent out a long letter in opposition to the plan. 
Letter was published in Philadelphia Ledger, July 25, 1902. 
2 75 Chron. 613. 
3 Securities deposited: — 
88 % Asphalt Company of America’s Collateral Certificates. 
76 % National Asphalt Company’s Collateral Certificate. 
88 % National Asphalt Company’s Preferred Stock. 
83 % National Asphalt Company’s Common Stock. 
4 L. T. & T. Co. of Philadelphia for the A. Co. of Am. 5’s; Equitable T. C. of 
Philadelphia, for National Asphalt 5s. 
5 LL. T. & T. Co. v. A. C. of Am., Consolidated Cause. Record, 385. 
6 Class I, Assets Asphalt Company of America deposited with Land, Title 
and Trust Company, $3,120,000. Class IJ, other assets of Asphalt Company of 
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days later Judge Kirkpatrick confirmed the sale. Behind 
Everdell stood the Reorganization Committees, ready to take 
the composite mass of assets in behalf of a new Company. On 
the day following the sale, Mey 1) the eral Asphal 
; incor] a n ew. Jersey, as the legal 
‘successor to the nin Eaeok Lon During the following 
month, interim certificates of the new Company were given for the 
, deposited Collateral Certificates representing the securities of 


the old companiessssibhescachangeaWas Ces ae 
liceiapnetee Te pecarreysrmmmeeces ater, the~ 
ities of the General Asphalt Company were admitted 
to the privileges of the Philadelphia Stock Exchange, and to all 
intents and purposes the reorganization of the bankrupt asphalt 
consolidations was accomplished. 

There remained only the winding up of the affairs of the old 
companies. Those of the holders of the old Asphalt Company 
of America’s Collateral Certificates who had not deposited them 

lance with the Plan of Reorganization were offered 
$104.68 1 for each $1,000 certificate, as a proportionate share 
of the proceeds realized from the sale of the assets. Later $6.26 
was added from the sale of certain unpledged property. For 
each Collateral Certificate of a par value of $1,000 a holder 
who was unwilling to concur in the Plan of Reorganization 
was paid $111, — approximately one-eighth of _his.original. 
investment, had he purchased the Certificates soon after the 
. promotion of the enterprise. 
The most serious litigation met with in the winding up of the 
affairs of the Companies was in the suits instituted by Mr. 
William C. Bullitt. From the time of the announcement of the 
Plan of Reorganization, Mr. Bullitt was in active opposition 
to the measures taken by the Biddle Committee. He had pur- 


America, $260,000. Class III, Assets National Asphalt Company, $2,619,760. 
ss IV, National Asphalt Company interest in stock of Asphalt Company of 
America, $6,240. Decree confirming sale filed May 18, 1903. 

1 Reached as follows: Proceeds of sale of assets of Asphalt Company of America 
deposited with Land, Title and Trust Company, $3,120,000. Balance of ‘‘ invest- 
ment fund in hands of Land, Title and Trust Company, $28,780.74. From the 
sum of these two deduct costs, fees, etc. The remainder divided by the total 
outstanding certificates gives $104.68034. 
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chased, in the open market, $25,000, par value, in the Asphalt 
Company of America’s Collateral Certificates, at prices ranging 
downward from 933% to 36%. Representing his own holdings, 
and about $300,000, par value, of other Certificates, he tried to 
secure a better settlement than that offered by the Reorganiza- 
tion Committee, through resort to the courts. After adverse 
decisions on two appeals, a third appeal was allowed Mr. Bullitt’s 
counsel, John Douglass Brown, Esq. At this point, interests 


representing the General Asphalt Company took over, on October... 
18, 1904, the Collateral Certificates represented by Mr. Bullitt, 
ue. is was nearly five times the 


amount. previously paid those~othet holders of the Certificates. 
who had not parti cipated ed in the Plan of Reorganization. 

ne incident of the reorganization is deserving of at least a 
casual mention. Receiver Tatnall reported to the court on 
July 6, 1903, certain facts concerning the promotion of the 
Asphalt Company of America which indicated that a secret 
_ promoters’ made by Barber, Elkins, Widener 
“Greene, Crocker, and the others concerne i 
of the Asphalt Company of America. The report embodied a 
petition that Judge Kirkpatrick a 


Certificates not taken care of in the reorganization. ; 
therefore, able to contend that the Receiver represented no one 
in his suits against them. 
The reorganization of the Asphalt Consolidation~was™ fully 
accomplished, when the General Asphalt Com i ited. 
ommthe a eee ame oT te National 
Asphalt Company; and these companies had ceased to exist. 
We can, therefore, turn aside from the detail, and note the 
broader issues involved. The Asphalt Consolidation was the 
climax of a series of efforts to inhibit competition through com- 
bination. Previous attempts had been at least partially success- 
ful, and the promoters of the new consolidation sought to gather 


xcept $2,000 which were never traced, — probably lost. 
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under one control all sources of supply, and all avenues for the 


— sale of the finished product. The hugh mass of securities which 


they offered to a willing public was not created as an intended 


fy fraud, but on the expectation of two monopoly profits, — on 
the one hand, the control of the world’s — of raw asphalt, 


Pa gee 

L 
auf tu 

a 


¥ 


_ 


Tee 


through ownership of all the available sources of supply, on 
the other hand, the control of the sale of the finished product, 


ed..becauseneither..expectation was realized. 
e are to be found three fundamental causes. 
Foremost is the fa hat competition..could=-net=-be*suppressed. 
here were other sources of raw material not included in the 
calculations of the promoters. There were smaller companies, 
which stood ready to grasp any share of the paving contracts 
> not too tenderly guarded. Mor ea Sime 


~ 


with which the promoters loaded the Asphalt Company of Amer-. 
4. ica stifled any freedom of action. Although relying on a theo- 


promoters took no untoward circumstances into consideration, 


Wie 
¢ 7 cca nN OO Gf ASS EL LDA LOD tie : 
, uh retical computation of earnings, based on previous results, the 


ve 


nae 


v of human emotions, passions, and ambitions. While this is true 
Wy add ~~ toa greater or less extent ar the history of every large business, 


nor did they safeguard their company against the ordinary haz- 
ards of an industrial enterprise. Had their basic securities been 

\ stocks inste ve weathered the 

storm. But the fixed charges were determined on the expectation ~~ 
of monopoly and bankruptcy became inevitable the moment 
the props of monopoly began to slip. Those close to the manage- 
ment applied palliatives for a short time, but their measures 
served only to make the final fall the more precipitous. The 
pity was that their palliatives were vitiated by deceit, which gave 
the closing scenes of the drama a moral as well as an economic 

significance. The third primary cause of failure was ersonal. _ 
Through enone lne of the preccling REFUTE Tes can th y line of the precedin g narrative has run the play 


2 vsdade 


\ 


ee NS ne 


it is conspicuously true with the Asphalt Consolidation. The 
~original companies, being small compact organizations, were 
able to elicit the undivided loyalty and devotion of their directors 
and officers, The greatest force in business management, the 
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mutual confidence and friendship among the managing forces, 
was there in its best form. The men had developed the asphalt; sg 
business together, and had a devotion to it approaching the he ee a 
devotion of a parent toward its child. For this compact organiza _ 
tion was substituted the large, disorganized form of a great hold- 
_ing corporation. The real ogi om gat 
from the hands of its founders. With it, too, drifted their indi- 
vidual responsibility. New men assumed positions of importance, 
petty jealousy sprung up where before there was only mutual 


confidence, and as the ties of organization became less personal, | 
the Asphalt ConSolidation crumbled to pieces. 


CHAPTER XVII 


THE PROMOTION OF THE UNITED STATES SHIPBUILDING 


| CoMPANY 

The promotion, 466; the first proposed consolidation, 468; val appearance of 
the Trust Company of the Republic, 441; the prospectus of April’ r9thy473; the 

dicrvtng 4743 tné prospéctus of Tang 14th, 475; oy ee yards to 
e consolidated, 475; probable value of the yards, 480;¥/earning capacity of the 
yards, 481; mi ‘epresefitations of the prospectus, 482;the Bethlehém Steel Com- 
pany, 484; iy ene of the Bethlehem Steel Company, 486; the difficulties 


of obtaining money, 489;,completion of purchase, 491; probable distribution of 
securities, 492. 


CHRONOLOGICAL SUMMARY 


1898. Attempt to form agreement among shipbuilders. 

1899. Beginning of attempt to form consolidation of yards. 

1901. Promotion and failure of the first proposed consolidation. 

1go2. April roth. Underwriting agreement. 
June 14th. Public prospectus and offering. 
June 19th. Incorporation of United States Shipbuilding Company. 
July 2d. Agreement for acquisition of Bethlehem Steel Company. 
August 11th. Actual purchase of the yards. 


“ane LEE THE attempt to a ait combination of. Shipbuilding _yards: 


i “Promoted in 1902, the United States 
ee was the last combination of magnitude 
launched during the consolidation movement which began in 
1897 and ended in the financial depression of 1903. It came 
at the close of the period of inflation, after the banking houses 
and insurance companies had been overloaded with unabsorbed 
industrial securities, and after an ebb tide had set in among 
stock market values. the. United Ste States Shipbuilding Com- 

| pany was more than a financial ‘blunder, 1 From its first con- 
sas a aie 
__ ception, its history” was ‘fraught with misrepresentation. Tt w: 


_ promoted by a man without financial responsibility and- Schott 


+ Tegard for the fundamental principles of business ethics. Men 
SSE OE at 
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ORD RA SINS 


= 2 TS SE NEN EER LEIA IST 

the enterpr ise....Wit aaa TTT Its. s nature 
or the amily behind the statements of the prom ’ 
“The whole“widertaking was conceived under conditions of the 


most extravagant inflation of industrial values. Had the Com- 


eee = 


pany been promoted on the flood tide of business expansion Cgsret 


é 


“it might have been able to-endtire, but the ‘financial depression Faatar 


_~0f-1903. stifled its life before it was actually born. A forced 
reorganization laid bare the details of a structure. insecurely 
ale and only half finished; and the newspapers and magazine 
“muck-rakers,” waiting only for a text to attack the “ iniquitous 
methods of Wall Street’ and the extravagance of industrial 
promotions, explored every crevice of the whole undertaking 
for anything that might be depicted in a sensational manner. 
Even the report of the Receiver appears to have been affected 
by misrepresentation and malice. Now, after a period of ten 
years, after the heat of personal feeling has subsided, it is more 
possible to reach an understanding of the facts in something 7 ie = 
approaching their true light. 
Shi building i is not, relatively, .speaking,..a..successful industr a 
“in “the” United ‘St tates... ..Before the Revolution our colonial State e™ 


shipyards were of great importance, but the industry has lost of, Yaw hte 


ground during the last century — relatively to its former prom 
inence,— and the decline has been conspicuous since the rapid 
development of iron and steel ships. _During the last twenty 
_yeats, Government wor especially _ the building® oF “battleships, 7 
ue From reliable evidence, it appears 
“that ‘Tepair ‘work and the building of small private vessels were 
the only kinds of work which assured an American shipyard of 


a liberal margin of profit.” 2 /In the construction of large vessels, 


{1 This statement is made mith teh eae to conditions prior to 1899. It could be 
madé with even greater force if conditions in the succeeding decade are taken into 
aaa This will appear from evidence presented throughout the present narra- 
ti (a 

ay” a his is true even of as large a yard as Cramp’s. Although doing millions of 
dotaes of Government shipbuilding their profits were largely derived from the 
Morris Works which they owned — in the case of the Morris Company the profits 
were obtained from the construction of heavy machinery such as that employed 
in the Calumet and Hecla mines. 
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especially battleships, a single yard has always been handicapped, 
because of the great variety of boats it might be called upon 
to build, and the wastes incident to carrying a great variety of 
tools, machinery and patterns suitable to the construction of 
many types of vessels. For this reason shipbuilders have looked 
forward to some kind of codperation among themselves, by which 
y) wie At each ; aus specialize in the building of a particular class _ 
of shij 
} ube reremniie prosperity of 1897 and 1898 was felt in the 
shipbuilding industry. It is difficult to determine who first 
conceived of the idea of a consolidation of shipyards as a result 
of the increased actully, but sometime in 1898 the owners 
pyards gave an option on their prop- 
i sstanding that the latter 
Young had _in_ view 


a combination of all. the important. yar SoA Noung had in view 


ILA BOT 


“on the Cramp’ s. When ae latter were asked about the under- 

_taking~by~other"parties, he ‘was not enthusiastic over its Suc- 

cess, and in the subsequent steps of the promotion the Cramp 

yatd was omitted from consideration.’ Young was introduced 
i 


TIN tentative gentlemen’s agreement was arranged late in November, 1898, to 
in¢lude those builders who were under contract for new monitors. The plans of 
“the Government had called for single turret monitors. These plans were changed 
to call for the double turret type. The members of the agreement sought to in- 
re contract price from $315 to $400 a ton. The agreement amounted to 
alittle. 
Pe 2 The Newport News yard was constructed by C. P. Huntington, one of the 
\ buildérs of the Central Pacific Railroad, because of his interest in shipbuilding. H 
‘hoped that his son would become interested in the undertaking, but the latter pre- 
ferred research in Spanish history. Later the control of the yard was taken over 
by Hufitington’s nephew. 

_ * Son of Brigham Young, famous in the history of the Mormon Church. 

4 Tt appears that the owners of the Newport News Yard intended to recoup 
themselves, through the high price at which the contemplated combination would 
take over the yard, for losses already sustained through one of Young’s previous 
enterprises. 

5 Q. Who exploited or promoted the combination of 1899 ? 

Mr. Nixon. Well, that never came to a head. Mr. Young got a number of 
options and the Cramps were init... . 

(Conklin v. U. S. Shipbuilding Co. Testimony before Oliphant, Master. Ver- 
batim record page 1046. Hereafter abbreviated, Conklin testimony. 


f 
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to Lewis Nixon someti eA in the early autumn of 1899. The 
Vans was then a prominent shipbuilder, and well known as a 
) on naval Sosa In the meantime, 


and Green, prominent corporation eRe neys, became avtctested 
in the proposed shipbuilding consolidation, undoubtedly because 
of his great interest in naval affairs. Young and McCook 
induced Nixon to give an ption on the latter’s Crescent yard 
and. adjoining property2/with the understanding that Nixon 


= 1 Lewis Ni yas graduated at the head of his class at Annapolis. He was 
sent by the United States Government to the Royal Naval College at Greenwich 
to study naval architecture and on his return acted as a Government official at the 
Roach yard, and was subsequently made chief constructor of the navy. In 1890 
he was given the very important work of designing the “ Oregon ”’ and sister battle- 
ships. Later, he became superintendent of Cramp’s works and in 1895 he started 
his own works, the Crescent Shipyard at Elizabeth, N. J. Subsequently, Nixon 
rose-tq influence in New York City politics and became the recognized head of 
ammany Hall. sna ease ema 


October 25th, 1899. 
ohn J. McCook, Esq., 
120 Broadway, 
New York City. 
DeEaAR Sir: — 

The properties which it is my intention to turn over to the Co- 
operative Shipbuilding Combination under the option to which this letter is to give 
effect are as follows: — 

The Shipyard on the Staten Island Sound in the City of Elizabeth, N. J. known 
as the Crescent Shipyard, having a front of about 400 feet and extending back to 
Front Street. 

The piece of property adjoining the shipyard on the north about 130 feet water 
front known as the Meta Wharf property. 

The piece of Wharf adjoining and north of the last mentioned property, having 
about 130 feet front and known as the Dolan wharf. 

The property of the Samuel L. Moore & Sons Company. 

TI will sell and deliver to you or your consignee all of the properties above de- 
scribed for the sum of one million dollars ($1,000,000.00) in cash and $500,000.00 
in preferred shares at par and $500,000.00 in common stock at par, upon the de- 
livery of said properties, which transfer on delivery shall carry with it all the assets, 
cash on hand, bills receivable, and all other cash items which are the assets of the 
Crescent Shipyard and the Samuel L. Moore & Sons Company, together with all 
their property, both real and personal, all rights, contracts, and the entire under- 
takings of the Samuel L. Moore & Sons Company, and real and personal property, 
rights, contracts, and the entire undertakings of the Crescent Shipyard and the 
shipbuilding business of Lewis Nixon as going concerns. 
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ards. Tecra course otal time, ae were e able to secure Segitene 
on several other shipyards, including the very important Union 
Iron Works, the largest yard on the Pacific Coast. The details 
were then arranged, and a firm of New York brokers * agreed to 
receive Hg to the securities of the shipbuilding con- 
solidation.? / 
On May’t, 1901, the first definite rumor of the new corpora- 
“fion reached the fi nancial world in the form of the announcement 
of a meeting at the office of Alexander and Green, held the day 
“ previous. This announcement gave the main details of the 
ae - proposed combination, the capitalization, the yards ton We in- 
* cluded and the men who suppgorted-the ombination.* 32 The 


capitalization was stated to be $70,000,000. This figure was 
SSS SALERRO TR EELS Swat eiAU CRIES SO $ a aia 
th icement- ‘the'Com: ommercva mancial 


“repeated I in the announcemen 


All deeds, conveyances or bills of sale necessary to vest all of these properties in 
the purchaser or his nominee will promptly be executed or procured to be executed 
by me. 

The assets and liabilities of the Samuel L Moore & Sons Company and of Lewis 
Nixon will be fully shown in the accompanying statements, it being understood 
that the properties above described are to be free and clear from all liabilities, debts, 
bonds, debentures or securities by way of mortgage or otherwise and every facility 
will be extended by us to expert accountants and appraisers designated by you to 
examine and report upon the books and accounts and as to the values of the above- 
mentioned properties. 

This offer will remain open till the first day of February, 1go0. 

Yours truly, 
Lewis NIXON. 


1H. W. Poor & Co., 18 Wall Street. 
2 The first information given to the public regarding the proposed combination 
was to the effect that a “‘ pool ” was being formed to include four large yards. “A 
~codperation by which a few shipyards shall work to mutual advantage, by placing 
in each yard the work which it is best fitted to perform.” Lewis Nixon in New 
York Commercial, April 26, 1901. According to the newspaper announcement a 
os central governing board, representing the pool will handle all the Government 
bids. ” $ 
3 his meeting at Alexander and Green’s office was attended by H. E. Hunt- 
ington, Lewis Nixon, Col. J. J. McCook, John W. Young, Alvin Krech, and Henry 
Poor. The two latter were representatives of the banking interests, but could not 
in any sense be regarded as promoters. It was proposed to make H. E. Huntington 
the President of the Consolidation, 


EEE 


© Comernet 


aye) fa tte 
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Seven days later, on May 7, roor, 
prospectus of the United States Shipbuilding Company, but 
the capitaliza tion was stated as_ $65,000,000, half common aid, 

Loe stock. The “public were 1 c were —v €0 Subscribe to 7 

e securities on the ine of $100 in preferred stock and $100 i # 
common stock for each $100 in cash subscribe To attra¢t 4 
investors to this Os 1e_prospe vanced. two line’ 

0 ersuasion. “Rear Admiral F. an Ramee was MR to 
have submitted a report, under date of December 22, 1900, 
showing under seven 1_ headings he probable. economi o be ae f fue 
effected by the new combinatiofi.?) Admiral Bowles’ connection 7 yi 
with the government was given marked prominence. Influential 

men were mentioned as having consented to serve on the Board 

of Directors,” —E. H. Harriman, H. E. Huntington, Edwin 
‘H a | 4 In addition to this use of prom- 
inent names, the} he € prospectus hazards a guess as to 7m core As 
estimated profit. Ge The aggregate orders now in hand ”’ exceed 

$63,000,000. This, “‘ with the additional business that can be 
secured,-should‘produce the following estimated results: — 


engl csr 


W. Poor & Co,'s prospectus of May 7, 1901, page 3. In Moody’s Truths 
about the Trusts, page 336, is printed an inaccurate copy of the prospectus. A 
bri t good summary in 72 Chron. 940. 

ese economies were considered impossible of realization in an article by 

les H. Cramp. (Philadelphia Telegraph, April 24, 1901.) 

In addition Admiral Bowles is said to have made an appraisal of the values, 
of the yards. This was evidently secret, as I am unable to discover a copy. In 
all subsequent references to Admiral Bowles’ report the results of his appraisals 
were stated in very summary fashion. Even Nixon never saw the actual details of 
the report. It was said in the newspaper accounts of the time that_Nixon and 
Bowles would have direct control of the practical work of the shipyards. “The 
announcement will be made in the near future of the resignation of Mr. Bowles /@ 
from his position in the Navy Department in Washington.” New York Herald, / 


May 1, 1901. pe erence in the background..throughout. this and the suc- 


ceeding promotion. A schedule of promoti ses_said to have been nmade_, 
out by Youn was to_ receive $10,c 000. ‘in “cash, $15,000 i in Elo 200 
ds, and $25,000 in each kind of stock of of. ‘the. “Company as FSU promoted. if 


( lin testimony, p. 714. ye 
hese men, apparently, lent their names to the undertaking because of th 


Newport News Yard. H. E, Huntington, nephew of C. P. Huntington, becaus 
of the interest of the Huntington family, Edwin Hawley for the same reason, E. H 
Harriman, because the yard had been and could be servicable in building larg 
ships for the Southern Pacific Company, and James Stillman, probably, because o 
Harriman’s connection. 


GL | , 
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Kstimatedmeticarnings/i100r sean... -eehens ee naa. - $4,233,000 
% ee el 1902 fS -an see edtn dae 5,012,500 
a i i 1903 i EG oc Fee 7,500,000 
Total estimated net earnings for three years.............. $17,345,500. 
Estimated future net earnings, average .................. 5)778,5 


equivalent to a sum equalling 7% on the Preferred and 
x 6% on the Common, and a substantial surplus. Zo) These esti- 
mated earnings willbe ‘considered later, in comparison with 
other estimated‘and real earnings covering corresponding periods. 
Both Admiral Bowles and Mr. Nixon wrote letters in which each 

of them asserted that the value of the yards was $45,000,00 
AS “Had the public purchased the securities on the presumptions 
i stated in this prospectus, the excuse would have been ample, 


i as the statements were reputed to be those of he di peta 
(\ y and ear _was known as such.” at the public did not sub— 


~rtinder : ng at its birth, ra “May 7, 1901, the date. on on. which te 
YY l the prospectus _was..given to the public, “the i Tamous Northern 
Jf wy | Pacific corner occurred,.and. the.consequent “ panic” in the stock 
% ie, | “market. “Nothing was accomplished, and the whole project 
was allowed to lapsé?_ 
After the failure of the plan, as contemplated in the bankers’ 
es ° ° ° Sonecenat 
prospectus, negotiations with the shipbuilders ceased, except 
that Young still had confidence in the ultimate Success of the 
“undertaking. He went to Paris, o: ostensibly to promote a bank 
but at the same time interested a number of Frenchmen in th 
shipbuilding promotion. Apparently he secured the consen 
ofa group of men to underwrite the bonds of a new consolidatio 


1 At was alleged that these figures were computed by the ac 
ne Tmpson, Riddell and Common, D. W. Folger (for Union yard). Conklin testi- 
Nmgny, p. 767. These same accountants appear conspicuously later on. 
Ne) H. W. Poor & Co.’s Prospectus, p. 2. 

SS 4 Numerous newspaper “‘ write ups’ vapperred at the time containing elabora- 
tions of the material stated in the prospectus. Rear Admiral Bowles’ name, with his 
Government position, is stated in connection with an “ appraisal of values ” (New 
York World, May 8, 1901) and much emphasis is laid on the economies of consoli- 
dation and the economical distribution of contract work among the yards. It was 


proposed to build a very large dry-dock which “ will eclipse anything of the aa 
now in existence” (New York Herald, May 1, 1got). 
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which should embrace the prs of ht included in the 
earlier plan. : 


Young met Dani 


renewal of the old options, and in completing the detailed arrange- 
ments for launching the new company. In the course of the 
subsequent investigation into the details of the promotion, 
Dresser asserted that various allegations were made to him on 


the authority of either Young or Mcl ook the fixing the-respons'— 


_bility. of which had much to do with the character of the pro 


aoa NATE ASN TT emt 


motio Relieved of personal reference, it appears that one of 


he Trust Company of the Republic, as it was called, was organized to do a 
general banking business and in particular to loan money on raw cotton. It had 
not then opened its doors for business, but the men behind it were well known in 
financial circles and the Company had every promise of success. A readable, but 
unfortunately somewhat florid and inaccurate, account of the réle of the Trust 
Company of the Republic in the promotion of the shipbuilding combination is 
given by L. W. Sammis, of the Vew York Sun, in the Annals of the American Acad- 
emy of Social and Political Sciences, Vol. 24, p. 241. The features of this article 
are the numerous original documents reproduced. Although most of these docu- 
ments came out in the court evidence and the newspapers, they are more easily 
accessible in the Annals. It ought to be said, however, that many of the allega- 
tions made by the writer of the article seem to be without substantial foundation 
and to be suggestive of the sensational newspaper accounts current at the time the 
“ Shipbuilding Scandal” was receiving public attention. 

2 Jarious statements were made by Dresser in his testimony which are not | 

ie out by other evidence. In fact, one of the most difficult things in this ship- 

building case is to get at the actual facts. When the promotion came under the 
review of the courts, every man connected with it was put on the defensive, with 
respect both to testimony and public opinion, and his tendency was naturally to 
shift responsibility to other shoulders. 

In regard to the early stages of the promotion it appears in the Conklin testimony 
that McCook told Dresser that the ‘Mercantile Trust Company had obtained 
abroad $6,000,000, of underwriting to the United States Shipbuilding Company.” 
“ He wanted us (so Dresser testified) to obtain $3,000,000, in this country, and we 
were to act as the registrars or transfer agents of the stock, and bank of deposit of | 
the Corporation, after it was organized, and that proposition I submitted to my 
executive committee.” (Page 19.) _McCook showed Dresser the statements of 


auditors employe him (p. 227), giving the values and earnings of the plants. 
ene eS Nes ql 


tein nr anes SAE EIR ALE EI, 
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Y 
e 
a yy | the promoters represented to Dresser at least these facts_(1) that 


N 

N about t $6, 000,000 of the bonds - of the at had been, 
—“underwrit tten_in Europe in Europe, | ( f th e accountants 
—<—<howed liberal profits for the combination < on t ai basis of con- 
ee ners taken, and 1 (G)_ that” “emi “eminent experts ” 
—Teported that the c combination of shipyards w would prove faut mer- 
““Cantile and financial success. ““Kpparently Dresser presented 
the details to the~Executive Committee of the Trust Company 
of the Republ( Aahose members authorized him to proceed 
with the undertaking and subsequently, according to Dresser’s 
testimony, they authorized him to enter into a contract with 
Young for.securing the underwriting of $3,000,000 of bonds in 

Americ 
Meanwhile Young had induced most of those who had given 
options on their yards for the previous undertaking to renew 


He introduced him to Nixon (p. 19), whom Dresser understood to be a leading 

“ expert ”; he showed him the valuations of Bowles. Now it seems highly im- 
probable, o say the least, that so shrewd an attorney as McCook would have 
stated that the Mercantile Trust Company, of which he was a Director, “hade—— 
obtained ”’ the $6,000,000 of foreign underwriting when, apparently, all the Trust. 
company would have to fall back upon was Young’ s statements while a part. 


underwriting even Young had not arranged, Furthermore Ae Sreat GUCStHOD wr 
? whether the accountant were emplo red “direct b Young . or. or Met ook Young 
r represented, in negotiations with certain of the vendors, that he had employed the 


Ri accountants. He was the onl i sessed t their cir detailed sa 
SA Statements... Again WeCook did not introduce Ni ixon to Dresser, but 1 rather Young 


\\ oN telephoned for Nixon to come up from Staten Island to New York in order to get 

. \ Ry ” him to renew his option and incidentally to meet Dresser. Young told Nixon over 

A W the telephone that {Che : sed.’ Collateral evidence points, 

iN 4 clearly to the fact tha [9 = promoter, as. he h had been o of the first _ 
7 NN combination, and that AROS - actively codperated with nin furthering ‘the 

im \ DETREMTIRGH In RiTiCNTOTEET TT er for certaih}m: sre ee 
—— 1 in. th e-course. of 1 the. ea 

Conklin ‘testimony, ; a istepresentations. 


Ss en 


¢ made by others. 
ik Charles M. Marvin (A, M. Kidder & Company), Stuyvesant Fish, Charles F. 
rooker (New Haven, American Brass Company), Charles W. Wetmore (North 
eae Company), Herbert L. Satterlee, Dresser, and the Vice-President. 
pa @onklin testimony, p. 19. Although the members of the Executive Committee 


Panis opportunity to deny Dresser’s testimony, they did not.do.so.. It is fair, 


therefore, to assume that the final responsibility of the Trust Company’s connec- 


(= with the undertaking belongs quite as much, if not more, With them as With oc. 


the President, 


pate tT 
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them for this ee es options in in oe ae a 
sears pos C Cbs EG. ra pe 


press. The Trust Geren of the Republic appears on the 
first page as ‘‘ Bankers,” and Alexander and Green as Counsel. 
After enumerating the plants, options on which were in the & Ceparrely 


hands of the promoters, the prospectus states that the new Com- 
pany will have an authorized issue of $16,000,000 of bonds, ~ 
$10,000,000 of preferred stock, and $10 0,000,000 of common stock. 
Saymiie bende i tonco bce were to be - ndeny citer at go ee 
$5,500,000 were to be “ withdrawn from Public Issue for Dis- 
posal under the Vendors and Subscribers’ Contracts, and $1,500,- 
ooo to be reserved in the Treasury of the Company.” ? wad he 
underwriters/were to be given $2,500,000 of both preferred, 1and...... 
Common Stoek besides profits irom the sale of the bonds to the 
public, in consideration of their subscription. The plan involved 
the marketing of $9,000,000 of bonds and $5,000,000 of stock 
for $8, 100,000. This would provide the ce ee with ae 
sé = : i sr TROT TS 
McCook. handed’ to Dr Dresser, at, the time.the . negotiations. use 
oman: ah rust. Company,,.of...the,.Republic., were under way.’ 


36 008 oc 


BARES 


eros Ree 


examination of this first proposal shows that, out of re 000,- 
ooo of stock, some $8,000,000 was to go to the owners of the 
plants, $6,000,000 to the underwriters and their agents, and the a 
remaining $6,000,000 to the promoters. Another and fuller 
statement of the distribution of the securities is given on page 492. 


é owners of the Newport News Yard, however, did not enter the new com- 
bination, and thus Huntington, Hawley, and Harriman were not in any way con- 
nected with the Company, nor spoken of as probable directors. 

# ‘Prospectus of April 19, 1902, p. I. 
r. Deming of Alexander and Green stated to the writer, ‘* T think it can be 
v0 by living testimony t that the memorandum was written by, Young ¢ and given \ 
: him to Dresser. “Tt suited 1 Dresser’s s plans t to swear ‘that it was given to him by 
r. Nixon stated “ °T think this (the memorandum) was prepared by 
Young for the information of the Trust Company of the Republic though it may 
have been delivered by McCook.”” Memorandum given in full as Complainants’ 
Exhibit, 64 Conklin testimony, p. 326. 
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. This plan was arranged in April, 1902. During May, Young 
» was actively engaged in Paris securing underwriters for the 
$3,000,000 of bonds che had proposed to sell in France. One 
Baron P. Calvert-Rogniat was prominent in securing signatures 

/ There seems no doubt 


tT 


‘T public “were. ea} eagerto-buy..any form of industrial securit 7 4 
} sas 1 a Ee 
“that,a it all t] the promoters ha bad. to. do. was | 5 to > offer their go 


HE 500s iain 
SRR EI acer = U 


| people and the. issue..would..be.. oyer-subscribed.. 


ere ress SS 


ns, the Frenchmen would obtain their ns of stocks. 
without taking ov ver a single d jolla. worth of b bonds. _ 


# a a period of less than two weeks he had completed his allot- 
ment. Prominent men subscribed, which shows how thoroughl 
the financial world believed in the success of the aa 

No special effort seems to have been made by the promoters 
to secure the English underwriting to $3,000,000 as had been 
planned. Accordingly, when it seemed as though the French- 
men would take $1,250,000 more than their allotment, one of 
~~ the promoters.proposed t that the Trust re oer Re ublic _ 


. Po? Nr. Dresser and his ie ‘Cémn Tel firth this 
proposal, prompted by the large additional commission and 
i As things stood, therefore, at the end of May, 1902, 


u fe amusing summary of these French underwriting transactions is given in 
an im article’ in the New York Evening Post, January 6, 1904. _Young was presente 
j to a numberof Frenchmen. whom he believed responsible. They secured the 
underwriting. In France, there is no recognized public way of ascertaining the 
pins of aman; one must judge by appearances, and appearances are said 


oes 


ten deceitful, — ap parently so amon French fing ncier 


ti 

(es the Executive eaparaeris Ortre Republic, C. W. 

| more subscribed $200,000, and Stuyvesant Fish, $50,000, on their personal 

account, and authorized as well a subscription on the part of the Trust Company. 
Chas. M. Schwab subscribed $500,000, Edwin and George Gould, $100,000 each, 


Be and other more or less prominent names appeared on the subscription list. 


~ 
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: Trust helper of the Republic) ad secured the underwriting 8 


$4,750,000 of the $9,000,000 of bonds to be offered the public, ———> 
and the remaining $4,250,000 had been underwritten in France. 
One thing any remained, — the sale of the bonds to the public. 

On. WGekdrnol OC ne. Lrust Company issued, .a _&,.public_ pro- 
spectus of the United States Shipbuilding ‘Company, asking 
for subscriptions to $9,000,000 “‘ First Mortgage Five Per Cent 
Sinking Fund Gold Bonds ” at 973. In the authorized announce- 
ment, inserted in the Commercial and Financial Chronicle. 


Mr, Dresser takes great pains to.state that the present under- 
taking had no connection, with, th _ previous, _promotion. w whi ch. A, 


th 


shh 


usly... Yet, with the exception of a few changes / 
sonafhe Companies to | be merged, and a more complicated system \" 
of capitalization, the two promotions were identical. Even the 

old report of “‘ Naval Constructor, F. W. Bowles (now Rear 
Admiral and Chief Constructor of the U. S. Navy) ” alleged 

to have been submitted, December 22, 1900, reappears sum- 


marized under the same seven captions. {Che same accountants - 
_cortified.to, the contracts, of wo) en.in hand, and the s 


(79 


_attorneys., no Seotily. 25 £0, the seven of the ESET entie 
the title of the Company to the propert acquit ed 


Before narrating the further steps of the PrenOtiOn; it may be 

well to consider the companies which the United States Ship- ae 
building Company was organized to consolidate. (a) Of the Cad 
yards entering the consolidation, the Union. Iron. Works. atom: TT 


a 


San.,,rancisco was distinctly the most. important. It_was, 


SEA ga ity Re ere os 


and still is, the largest “yard on on the Pacific Coast. Some of t 
finest vessels of the American Navy have been built here* 


i, 
Thad built Admiral Dewey’s Flagship Olympia, and was then building the 
; South Dakota, California, Tacoma, and Milwaukee. The most notable 


Be venicnt of the Yard was the construction of the Oregon designed by Lewis 
Nixon. Subsequently it was alleged that the yard was not of great value, but the 
following letter from John D. Long, Secretary of War, would indicate that the yard 
had excellent facilities for building large battleships: — 
Navy DEPARTMENT, 
WASHINGTON, July 21, 1898. 


ee 


Sr: — 
It becomes my pleasant duty to extend to the shipbuilding firm of which 
you are president the congratulations of the Navy Department upon the admirable 
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The plant had been very profitable in the years immediately 
before the combination, but in 1902, the competition of smaller 
yards and unprofitablegjvernment work had reduced the earn- 
ings to a low figur _Bath. Vorks..anc a 
Hyde Windlass... ‘ompa y.were located at t Bath, eae The 
“former was a large shipbuilding yard with relatively modern 
equipment. It made a specialty of steam yachts, and did 
some government work. At the time it was taken over by 
the Shipbuilding Company, it had. eae Serhan unfortunate 


contract yenine was,.burdened...by..a heavy. eel g_deb ot The 
mh! yde Windlass Company manufactured ships? equipment. It 


SATE which have been displayed by the United States battleship ‘ Oregon.’ 
Without going into detail with which it may be safely assumed you are as well 
acquainted as the Department, it is sufficient to say that the performance of this 
vessel in making, under circumstances of grave exigency, the voyage from San 
Francisco, California, to Key West, Florida, without delay or accident of any kind 
is of itself highly creditable to her builders, but the fact, that after having success- 
fully accomplished such a voyage, the vessel was found to be ready at once, without 
repairs or attention, to enter into the activities of an important naval campaign, 
render her achievement most memorable as one which challenged the admiration 
of naval experts throughout the world and becomes a subject of especial gratitude 
and pride on the part of our own people. 

The Oregon is in all of her complicated parts of American design, material and 
workmanship, and she has shown herself to possess the highest qualities sought to 
be attained in a great battleship — a wide, practical radius of efficient action, and 
splendid fighting capabilities. Since these results are not achieved by accident, 
but reveal high technical ability as well as thoroughness and honest fidelity in the 
countless details of construction, I have considered it proper to address to you this 
expression of the appreciation of the Department of the manner in which you 
fulfilled your contract in building the United States battleship ‘ Oregon.’ 

Very respectfully, 
(Signed) Joun D. Lone, Secretary. 
To Mr. Henry T. Scort, 
President of the Union Iron Works, 
\ San Francisco, Cal. 


1 Mich of the success of the yard had been due to the administrative and 
technical ability of Irving M. Scott, although the credit for the work of the yard 
‘was quite frequently ascribed to Henry T. Scott, the President and largest stock- 
holder. When it was proposed to form the United States Shipbuilding Company, 
the promoters first decided to make Henry T. Scott the President. Mr. Scot 
left California for the east, with this in mind, his departure being the occasion of 
a celebration by his friends. Subsequently, Lewis Nixon was selected for the 
Presidency, because of his great knowledge of naval design and construction. 
The jealousy resulting from the selection of Nixon was a handicap to the Company. 


han 


4 


g 
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was of small size, relatively speaking, but its business had been 
profitabl 


It was of Ron aad Tease it was indeed the only a one of the 
Company’s yards on the Adante seaboard where heavy battle- 


ships could be profitably constructed} Already two large 
passenger vessels for the Great Northern Railroad’s Japan 
Service had been built here, but the yard had no contract on 
hand when its managemtent was assumed by the United States 


Shipbuilding Comparfy,¥ (d)-The Harlan and_ Hollingsworth 


yard had been in operation a long time, “and its reputation had 
in former years been high. Latterly, however, it had not been 
profitable, its equipment was antiquated and out of repair. 
It was not suited to large work. (¢) The Crescent Yard was 
_taken_over in 1895 by Lewis Nixon, on land leased. from Samuel 


HALA 


L. Moore | & Sonsy~ THIS Ta “latter concern should be considered 
“with the Crescent as Nixon acquired options on the stock of the 
Moore Company during the spring of 1902, and turned the two 
plants over to the Shipbuilding Company as one property. 
The yard, although small, was very efficient, and under Nixon’s 
personal superintendence had paid well. In fact it had an excel- 
lent reputation for turning out small work in notably short 
time. Nixon had invented a number of tools not found in 
other xerds, and had brought the yard to a high state of effi- 
ciency." - The Moore plant manufactured engines and fittings. 


oth of these Companies were established by General Hyde, but at the time 
in question they were under the management of John S. and Edward W. Hyde, 
Of General Hyde. 
pinion of Lewis Nixon. 
3/The Yard was established by Charles R. Hanscom and Charles Morse in rgoo, 
Anscom had been with the Hydes at their Bath works. His success there had not 
been pronounced, especially on the side of financial administration... Morse, had a... 
notable career in financial circlés, especially 1 fi’ Connection with the “American Ice 
Company, and the coastwise shipping. Subsequently, he was sent to the F ederal 
Prison at Atlanta, on account of financial irregularities. He was released on the 
ea of ill health. 
if 4 ‘This should be noted particularly as it was intimated at the time the reorgan- 
ization came under review that Nixon’s yard was particularly poor. An attempt 
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({) The last of the properties 1m mentioned.in-the-circular of June 

55 AS Cs onstituents of the new shipbuilding combination 
y, of Carteret, New 
Jersey, orgat manufacture Tallroad « cars, which after an 
existence of ten years, had proceeded as far as the wheels.1 
At the time, it was experimenting on the manufacture of ‘‘ quad- 
ricycles,” ? but it had neyer manufactured any materials used 
in the construction of ships.* . 

The terms upon which these properties were acquired by the 
Shipbuilding Company may be best seen from the table on 
the next page. 

:\ Various values were placed upon these yards by the promoters. 
|The public prospectus of June 14, 1902, stated that the plants 


ve i had been appraised at $20,000,000. Subsequent investigations 


q 


‘were unable to fixdefinitely the details and the circumstances 

4 

‘of the Srey! John D. Livingston, Vice-President..of.the.... 
2 ee ANAL EIE AR “onet 


was made to discredit his yard in order to exaggerate the profits that Nixon received 
from the promotion. It appears from other evidence that Nixon had been in a 
position to dispose of the yard at an earlier time for almost as much as the pro- 
moters paid him. 

1Q. What sort of a plant was constructed by the Canda Manufacturing 
Company ? 

A. (Mr. Canda). The first intention was to build cars — 

Q. Was that intention carried out ? 

A. (Mr. Canda). Partly. 

Q. To what extent ? 

A. (Mr. Canda). To the manufacturing of car wheels. (Conklin testimony, 
Pp. 451.) 
-, ? Ibid., p-. 453. 

3 Conklin testimony, page 460. _As a matter of fact, the! (eedins add 
“considerable, sums. of [ money to Young, in connection. | with..3e wae 

i promotions; and the purchase ¢ ‘of th ‘the | anda - property by. the Shipt 


MaRS EAS pte 


y “was the method b d by which 1 the - promo 
/ wo*on testified that he intended to use e the plant ee Serna standardized 

equipment, when the earlier combination was discussed, but that he recommended 
leaving it out later. (Conklin testimony, page 724.) The property subsequently 
proved useless and was dismantled. 

= _~* Prospectus of June 14, 1902, page 3. 

A x ey were based apparently upon statements contained In Bowles’ report. 

* | ¥otng had got various shipyard owners to value the yards going into the consolida- 
tions. The owner did not value his own yard. Bowles seems to have been th 
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¢ $ $ $ $ $ $ 

Union Iron Works ....} Scotts 2,750,000] 1,027,000] 313,000] 313,000] 4,403,000] 3,953,000 
Hyde Windlass and 

Bath Iron Works ...| Hydes 850,000] 766,000] 288,000] 288,000} 2,192,000] 1,798,600 
Eastern Steamship ....| Hanscom] 500,000] 500,000] 500,000] 500,000] 2,c00,0c0] 1,400,000 
Harlan and __Hollings- 

WOrthuere ee a... Gause 800,000] 500,000] 400,000] 400,000] 2,100,000] 1,610,000 
Crescent, Moore ...... Nixon 900,000 | 1,357,000 | 2,199,000] 2,199,000] 6,655,000] 4,100,400? 
Canda Mfg. Co. ...... Canda 200,000} 300,000/ 300,000] 300,000] 1,100,00c 74C,C00 

Motalsicececs.tcs 6,000,000 | 4,450,000 | 4,000,000 | 4,000,000 | 18,450,000 | 13,602,000 


Trust Company of the Republic, in a private letter to Fisk and 
Robinson, states’ that’ Nixon had“writtenthe~Drust..Company 
“‘that the properties were appraised by eminent experts at $18,- 
000,000,”’ and says: “ These values, in my opinion, are most 
conservative, and the plants could not be reproduced for the 
above sum, and in location, adaptability and readiness, could not 
be duplicated at all. Combined under one management, which 
can allot work in such a way that each plant can be utilized 
on output best suited for its adaptability, I estimate the aggre- 
gate value aS going concerns at $28,000,000, irrespective of good- 
will’ The value of an’ established” industrial containing the’ 
most enterprising of American shipyards and practically all 
the best available engineering talent, together with the good- 
will, sho ot be less than $40,000,000 including every form 
of asset. ® jf Admiral Bowles stated in a letter, “ that a very 


1 The prices of the stocks are here figured on the basis of the minimum prices 
determined by the Harris-Gates pool for marketing the stocks of Schwab and 
J. P. Morgan & Company. For some months the pool fixed prices above these 
levels by wash sales. 

_2 A large part of the securities given to Nixon was in consideration of his willing- 
ness to become President and responsible head of the new Company. 
j 3 Letter of John D. Livingston to Fisk and Robinson, on letter-head Trust Com- 
itty of Republic, dated August 29, 1902, offering $10,000,000 bonds. This letter 
shows the representations the Trust Company of Republic was making during the 
summer of 1902, in order to market the bonds. The letter passed out of the hands 
of Fisk and Robinson at the time of their failure. It will be referred to later in 
connection with the representations of earnings. 
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moderate commercial valuation of the earning capacity would, 
when added to my former estimate, bring the combined value 
of these vas as a commercial undertaking to approximately 
$4 15,000,000.” The true values of these properties can be 
~—Teached am from indirect evidence. _' r York (athe 
__Company made..a.valuation,..as. of, July. 3.19020 the time of 
“the acquisition by the Shipbuilding Company. The Circuit 
Court determined certain ‘‘ upset ” prices for the yards, which 
indicate relative values. Altogether it could be said that the / 
plants had an actual tangible value of at least. $ 


sooo 


Auditors’ Vataene Court SU pset 

Unionslroi' Works *ees see ree ee $4,303,379 $1,400,000 
Hy derand Baths seepgr efor tas te onde pas 1,185,437 425,000 
Masters ted MSHI Ds wee eter ea cetera 237,270 125,000 
Harlan and Hollingsworth............... 1,204,767 20) 550,000 
@rescentiandsMooréstech sore Seer eaeee er 875,37 300,000 
Canda eee ot rps nk si pabiceys cas core eRe nes 300,000 200,000 
$8,196,234 $3,000,000 


2o12§90,000 in cash. _We may con. 


had a replacemen b value of 
addi tic good-will of some of pean was of considerable 
; value, — especially of the Union Iron Works and the Crescent, — 
yy but it cannot be appraised. 

: The combination of shipbuilding companies did not obtain 
even an_approximate monopoly of the operating yards of the 
country. For example, the New York Shipbuilding Company, 
organize in 1899, had obtained in the first year of its existence 
a larger proportionate share of new contracts than any other 
yard on the Atlantic seaboard. Besides the New York yard, 
such important shipbuilding concerns as the Cramp, the New- 
port News, the Fore River, and the Maryland Steel were outside 


1 Conklin testimony, page 758. 
Decree of Foreclosure and Sale, June 30, 1904, pages 47-51. 
* Nixon had been offered $1,000,000 for his yard. He paid $400,000 for the 
Moore s stock. 
* ‘ It is very difficult to estimate the percentage of control of the contract ship 
q construction secured by the consolidation. Considering both the Atlantic and 
~-Pacific coasts, it was probably in the neighborhood of 35 % 
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the Company. _Each one of these. y 


ted 4 Of a Ena 
$68,000,000 of ship contracts ‘then ‘building on the Atlantic sea-._... 
board, the United States Company controlled only $19,000,000.1 / 


of-the-- 


On the Pacific Coast, the Union Iron Works was distinctly in =f 
the lead, but at that time the Moran and the Risdon Works eer, 
were rising into prominence. iF rar) 

Turning now to the alleged and actual earning capacity of the (0 anedd 
yards, we obtain further light on the promotion. In the first fis “48 
prospectus of 19¢1,2At was asserted that W. T. pinson and 


Riddell and Common reported that the En fee pas 
$63,000,000, upon which $7,000,000 would be carne ah ce, 


the net earnings were averaging over $5,000,000 per ann 
gr, 
f 1/These estimates are based on a private report made at the time. Great care 


ed in ascertaining the contracts, and I believe them approximately accurate. 
is instructive to I, on an even basis, the 1901 and 1902 promotions, 


In the second promotion the. 


\ oie uted for the Newport News. ze 
3 The slightest statistical analysis would have proved this statement an over 


‘beral estimate. The Cramps, for example, had earned about 7 % on their contracts 
during the preceding fifteen or so years. This estimate presumed that these yards 
ould be}earning over 11 % on contracts. ; 
4 Thié reference to the earnings on Government contracts in the process of exe- 
utioncalls for an explanation of the meth : 2 ta ¢ 
on incompleted work. Inspectors of i Navy Denasement: Teport the rela 
tive percentage of comp: etion of each vessel at the beginning of each month. The 
accountants have, therefore, merely to compute the net cost up toa certain point, 
compare it with the report of the Government agents as to the percentage of com- 
Bas and estimate (x) the amount of contract, work < unfinished , ( the pore on 
rpleted worky Although this atter er estimate is perfegthyed ate.op the 
of accountanc Fit is not from the point of view of@h natant: conseryatism#as 
the portions of the Contracts unfinished may cost more, proportionately, than the 
portions finished. In addition the estimates of the Government inspectors, 
although based on the most careful investigation, are often wrong. 
The following table, taken from the monthly summary of naval construction 


issued by the bureau of construction, shows the public character of the Government 
er oe Degree of Completion 
Battleships February 1 March 1 
Illinois Newport News 88 90 
Maine Cramp & Sons 42 44 j 
Missouri Newport News 23 25 


Ohio Union Iron Works 37 39 
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In the prospectus of June 14, 1902, the yards were stated to have 
contracts aggregating $36,000, 000 upon which, $5,000,000 in 
profits would berealizéd.” The annual net earnings were alleged 
to be $2,22 5,900. 2 /Tn a letter under date of August 26, 1902, 

Vice- President TxinestOn| of the Trust Company of the Republic, 
stated that the accountants,seported profits for the year ending 
June 30, 1902 as $1,942), £ 3. The independent auditors esti- 
mated that, on th€Basis of the contract work finished July 31, 

1902, the net earnings on the contracts could not amount to 
$5,000,000 as alleged ee prospectus of June 14, 1902, but 
might reach $650k! ubsequent revelations indicated that 


on 


j eT. nghwriter of this prospectus presumed a contract profit of 14 %. 

ff 2 “The bonds are secured by a first mortgage on the above-mentioned plants, 

\appraised as going concerns, at more than $20,000,000 in addition to which these 
companies will have a working capital of more than $5,000,000, and the constituent 
companies have now on hand contracts for work amounting to more than $36,000,- 
ooo, on which the profits are estimated at over $5,000,000, or more than sufficient 
to pay interest on bonds and sinking fund for five years. These plants are earning 
$2,225,000 per annum on the contracts now on hand, and have abundant facilities 
for additional work and increased earning capacity, — 


$2,225,000 

Fixed Charges, 5 per cent on $16,000,000 .... $800,000 
noe Sinking Fund 22... s cscs. «screens 10 ae 200,000 1,000,000 
$1,225,000 


Less Annual Dividends: 
Six per cent on Preferred Shares, $10,000,000 $600,000 
Leaving for Dividend on Common Shares, 
is pas and repairs, per annum ....... 625,000 1,225,000” 


(ayes of United States Shipbuilding Company, dated June 14, 1902. 


fe oe, at length in letter of August 26, 1902 to Fisk and Robinson. This 

oare formed the basis upon which Livingston sought to dispose of the bonds to 
banking houses, and upon which A. C. Gary, as Treasurer of the Shipbuilding 
Company, later based his representations in the application to have the stocks of 
the Company admitted to the list of the New York Stock Exchange. Application 
A#2726, dated December 24, 1902. Reprinted 76 Chron. 493. 
\4”Report of independent auditors, made on basis of work on contracts completed 
up to July 31,1902. In the prospectus of June 14, 1902 (see note 2, above) it was 
alleged that the contracts amounted to “ more than $36,000,000.”’ It appeared 
later that the actual amount of contract work in process of execution on June 14, 
1902 was $34,377,409, but that over $13,000,000 of this work had been completed. 


eee ae SSS 


It is clear that a at a failure to to state the amount of" ‘Contract Work already done i 


prospectus g gave an exaggerated importance to” ‘the he ContrACtSeme= oc hs 
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the profitssof these contracts, actually realized, were less than 


d i . 
$400,006 ’ The annual earnings were not “ $2,225,000_on 
contracts now on hand ” but turpe out to be 85429 


I quence. xepletin- the | 

= . = Ss SOAR SSR eRe Oa SB ES 
act, however, “that the pub lic did not subscribe to the bonds } 

on the basis of these various allegations, the misrepresentations 
contained in the prospectus cannot be said to have had much 


practical significance} 


[Se timate of $1,078,261 on basis of completed work, July 31, 1903. During 
$250,000 over-estimated earnings, and in 1906, $439,093 was again charged 
off by the reorganized company “ on Government Cruisers contracted for by the 

United States Shipbuilding Company.” (1906, Beth. Steel Corp. Rep. 18.) In 

this way at least $689,093 of estimated profits disappeared. It should be remem- 

bered, however, that the Receivership, strikes, Government penalties and other 

unfortunate incidents had a most disastrous effect on the earnings of the yards. 

stimate of Audit Company of New York. The estimate of the Reorganiza- 

m Committee Circular of May 25, 1903 gives earnings as $750,000. Both esti- 
mates were, apparently, unduly severe, and the yards were suffering under the 
disadvantages mentioned in the previous note. 

3 The unfortunate estimate of $2,225,000 a year was gleaned from comments 
of Nixon, as to what the latter thought he could earn from the yards when he had 
introduced new methods and more efficient management. Dresser changed this 
expectation of the future to a statement of actual fact, on his own authority, appar- 


ly 
Besides the. distri ution of the prospectusesy.an elaborate advertisement 
covering th prospect appeared in tngine gages of the Chronicle (74 
Chron. 1928, “This attracted little intérest and practically no purchasers. 


It has been difficult to determine definitely who were the authors of the pro- 
spectus of June 14th. Dresser said that it was prepared by Mr. Deming, of 
Alexander and Green. This is obviously incorrect. Deming reached New York 
from a yachting trip, on June 7, without any knowledge of the shipbuilding pro- 
motion. The prospectus was out June 14. It had been prepared some time before, 
as Dresser’s own testimony shows. Moreover, the prospectus states that the 
Company “ had been organized,” while the starting papers were on Deming’s desk 
at the time of its issue. In all probability, the prospectus was written by Dresser. : 
and eer themselves, and its senna denied when criticism, cen 0. / 
OFize t ements.ma emthe prospectus, ~_.(McCook’s s “wt 
ir HEMET UNE Sette Nixon if not see the prospectus until it appeared as. 
an adv’ ment 1 al aDelss a 

Dresser testified that it was “O. K.’d” on the margin by Alvin Krech, of the 
Mercantile Trust Company. (Conklin testimony, p. 265.) This was denied 
absolutely by Krech in his testimony and subsequently. (Kavanaugh v. Mer- 


ye 2) 


f 
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,/ While the prospectus was being put through the press, other 


feats occurred which proved of great moment in the-fertunes 
f{ the Company. According to Dresser’s testimory,! he was 
P fattse§ with Nixon, on June 11, when Charles M* Schwab 


came upto them and said, “ Why ARH t you buy the Bethlehem 
plant 7”? /The Bethlehem Steel Company had arisen through 
a nin of the old Bethlehem Iron Company. The 
latter concern had owned and operated a large, but antiquated, 
plant at South Bethlehem, Pennsylvania, for over twenty years. 


cantile Trust Co., et al. Answers of Defendent Alvin W. Krech, folio 7, sworn to 
March 1, 1904.) And furthermore, it is not conceivable that a careful banker, like 
Krech, would have permitted the prospectus to appear with his sanction, consider- 
ing the misrepresentations it contained. The whole connection of the Mercantile 
Trust Company and Alvin Krech with the second promotion was due to the 
solicitation of the Trust Company of the Republic, as is attested by the following 
letter: — 
Trust COMPANY OF THE REPUBLIC 
71 WILLIAM STREET, NEw York, July 22, 1902. 
Tae MERCANTILE TRUST COMPANY, 
New York Ciry. 
GENTLEMEN: 

In the underwriting agreement, dated April 19, 1902, relating to the bonds 
of the United States Shipbuilding Company, the name of your Company was 
inadvertently used in place of our name. Instead of changing the agreements 
which have been already executed by the underwriters who are ready to act under 
the same, we prefer to ask you to act as our agent in the matter and in furtherance 
of this suggestion, we hereby request you to take such action under said agreements 
as may be requested by our counsel, Messrs. Alexander & Green, and agree to hold 
you harmless from or on account of any action you may so take, including all 
liability for any money to be paid under such direction of yours. Furthermore, 
we will procure from the United States Shipbuilding Company such authority as 
may be necessary to put you in possession of a sufficient amount of the preferred 
and common stock and bonds of that Company to enable you to meet the require- 
ments in stock and bonds of such underwriters as may make payment to you under 
their aforesaid agreements, and when you are protected to your satisfaction in this 
respect, sou are to turn over to us moneys received by you from the underwriters. 

Yours very truly, 
TDD: (Signed) DanreEL Leroy Dresser, President. 


fo Cénklin testimony, pp. 60, 482. 


g 
y 
of 


/ 


2 Schwab was then President of the United States Steel Corporation, and later 
testified that his chief interest in the shipbuilding combination lay in the fact that 
At would be a large customer of the Steel Corporation. He had already subscribed 
to $500,000 of the shipbuilding bonds, as a member of the underwriting syndicate. 
Note 2, p. 474. 
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The dividend yields of the Iron Company had been liberal, and 
its general policy conservative. On April 17, 1899, the Beth- 
lehem Steel Company had been organized under Pennsylvania 
laws, and this immediately leased the Iron Company by guaran- 
teeing payment of 6% on the $7,500,000 capital of the latter. 
The Steel Company had- 2 elf $15,000,000 capital, on which only 
$300,000 had been paid ih.’ Two years later, August 16, 1901, 
the Bethlehem Steel ‘ é6mpany’ s stock had been taken over by 
the United States Steel Corporation underwriting syndicate, 
headed by J. P. Morgan a iny. The price paid for the 


—$15,000,000 stock was($7, 200,008; or..twenty-four.times. what ues 9-0. O° 
had been paid in on the stock two years before. At the time 
that this transfer occurred, the Bethlehem Steel Company gave 
$7,500,000 of its own 6% bond¢? * the equal amount of Iron 
Company stock, and thus acq actual title to the assets of 


the Iron Company which then ceased to exist. At the time the 
yy negotiations between Schwab and the Shipbuilding Company’s 


pee 


\y promoters occurred, the Bethlehem Steel Company was burdened / 2 ¢ 4 ks 
P—with $8,851,000 in bonds,\ carrying fixed charges amounting to / ar 
$517,550, but Schwab showed Dresser and Nixon that the net {— 


States ‘Shipb mdin Boe ans the_ Bethelehem. stock for” $72 200;= " 
*~“900 in money, but the datter were unable to secure this | amou nt. 
Gs offered him, however, a eoree o of bonds, | and ind $9,000 20,000 


of the co mmon. and. preferred..stocks. a “ol.,the, Shipbuilding 


g F tock $50 par, $1 paid. For brief summary, see 1905, Beth. Steel Corp. Rep. 
fe ee Truth about Trusts, p. 344, gives a brief summary of old Bethlehem Iron 


24 per share. 
Y* First} mortgage bonds on all the property then owned by the Steel and Iron 
c i These bonds are unusual among industrial bonds, for their long life. 
%, 1998.) 
- n testimony, p. 490. It later developed that this was a modest esti- 


cE: 6 574 s very difficult to determine the actual value of this stock. On the basis 
ofe évident earning power of the Bethlehem works, this price was very reasonable. 
O other hand, it is very doubtful that the Bethlehem works had then a(te- > 
Coleman value of over $12,500,000. The equity represented by the stock ha 
fdly more than $4,000,000 of tangible property behind it. 
4 


, p S700. 
feiplacermertl eis oe 


YP yu. Boe oe" 
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“ly 4) vee e day (Darke Chan A Fg 


earnings thefAmounted to about $1,400,000 over and above the: 4 
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Company.! Schwab accepted this offer on the condition that 
dk _bOnus be raised from $9,000,000 of each class of stock to 
$10,000,000 of each class. He alleged that J. P. Morgan and 
Company had demanded $5,000,000 in stock in consideration 

of a profit on the Bethlehem Company’s share’) 
On July 2, 1902, Schwab contracted to pay J. P. Morgan & 
Company, as managers of the United States Steel underwriting 
syndicate, $7,246,871.48, in exchange for the stock of the Beth- 
SE lehem Steel Company. He then agreed to turn the stock over 
P46 O11" * to the Shipbuilding Company, for $10,000,000 Collateral Trust 
703 +4 »5*¥ ponds, to be described presently, and $10,000,000 in each of the 


i 


furnished all the cash required, with theexception of “$1,777,000 

which was subscribed _by_his frien 

“fonds issued in connection with this-transaction were secured 

by the deposit of the Bethlehem Steel Company’s stock with 

mortgage on the shipbuilding yards. ‘The Shipbuilding.Company 

agreed, too, to give these bonds voting power yequivale 
_—-eorresponding amount of shipbuilding’ sto¢k 2% nd to give the 

‘trustee of the mortgage the voting power of the Bethlehem Steel 

ig ¢/ stock. _ Further; the. Shipbuilding Company guaranteed a 


and Schwab ‘told Nixon 
( that , he owned the Bethlehem stock, but later told them that J. P. Morgan and 
~€émpany owned it in the interest of the United States Steel Corporation syndi- 
cate. According to Charles Steele’s testimony (ibid., pp. 1537-1543) J. P. Morgan 
and Company had acquired the stock from Schwab in June, 1gor. (Agreement 
of purchase, dated June 15, 1901, Conklin testimony, Complainants’ Exhibits, pp. 


123-125). .-Lhey were now anxious to place it in friendly hands without suffering // 


two classes of stocks. ‘To accomplish this purchase, Mr. Schwab _ 


“The Collateral Trust j | 


_o. dividend of 6 os on the Bethlehem stock, and contracted to. 


ansaction was arr y. Young, who was then custodian for all the 


> 


Wifes, arlene: Be ne Pen wire t wie ere “ d 
Yany loss, as the ownership by the same person of two competitivé“companies ” 


_“Rogaged in {he Manutacture of artiamient Tor Government contracts’ wa contraty 

_to law. ae ee eee 
7 3 Ont of the $10,000,000 of bonds acquired by Schwab, $1,777,000, were taken 
by his friends. Schwab’s testimony, Conklin, p. 2211. 

i 4 United States Shipbuilding Company to New York Security and Trust Com- 
patiy. Mortgage Agreement, Article four. 


5 Tbid., Article five, section 7. y 
g 
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furnish the Company with enough orders to as: ie this dividend, 
and a Sonera working supers of $4,000,008. Bee exacting: 


sy amounted” td 


sieeerteeeaa 


. all feseery 


mbination OTS it maeelsced 
“the Bethlehem Ceraty Tat in spite of its heavy load of debt, 

an earning capacity far above all the shipbuilding yards together; 
and yet the -_promoters_« of the combination had contracted_to 
pay $6,000,000 in money for these yards, besides the considerable_ 4 
“allotment of securities. Schwab had no prophetic vision which 
enabled him to forsee the collapse of the project, yet he was 


certainly entitled to protect his interests in case such a collapse 


the eee , 


should occur. He had offered to sell his Bethlehem stock for . wh 


money, and the price he asked for it, on the basis of earning ih 
power, was far more reasonable than that asked and recive ( 
_ “by any ot others who sold their yards to the promoters. ey were... 
insured against the failure of the coml combination. shrough tf the >» money... ac 


Ro ea 


could b id he. ‘insured... ‘only. .by..an agreement. “swhich..should. ere whet 
nthencontingencyof failure. 

The United States Shipbuilding Company was incorporated 
June 19, 1902 by threg’ “employees of the Corporation Trust 


Company of New Jersey. / Five days later, three dummy 


bid., Section 8. 
2 Especially by Receiver Smith’s report and by Samuel Untermyer, attorney 

) public holders of the first mortgage bonds. The judgment of neither was 
biased, 
3 The business of the Corporation Trust Company was to attend to the legal 
rmdlities of all incorporations. They had a trained force of clerks who were 
prepared to become directors, presidents, and secretaries, as the exigencies of the 
situation required. Considerable emphasis was laid by Receiver James Smith, Jr., 
of New asey in his report to the Circuit Court, on the fact that the the incorporation ) 


wm Ithough, true, it should bestated:thabthisoe (, 
meted of, Now,. Jersey incor poration. lf the 


\ 


\ 
) 
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Directors accepted an off om Young,24o the effect that the 
latter should transfer the various dpmente and the Bethlehem 
stock to the newly organized Shipbuilding Congpe yny for securi- 
ties of a par value of something over $70,000, 
acceptance of the Young offer completed th cessary legal 
steps to bring the Shipbuilding Company into existence. There 
remained, however, the actual transfer of the property. 

This last step was not easy to accomplish. The first mortgage 
bonds were offered to the public on June 14th, while the negotia- 
tions for the acquisition of the Bethlehem works were pending, 
and before the Company had actually been incorporated. They 
subscribed for less than $500,000 of bonds out of a total offering 
of $9,000,000. On August 11th there was required the $6,000,- 
ooo in money necessary to pay for the original plants. The 
promoters had further agreed to provide the Shipbuilding Com- 


Receiver-had actually wanted to improve the methods of incorporation, instead 
of ridiculing this particular example, there was ample opportunity in his own state. 

1 The offer is given-completely in Receiver Smith’s Report. Pertinent parts of 
the DIGS are reprinted in 71 en Pools, and es hola edited by William Z. 


in thie malting case (supra, p. 27 5), the following brief ee re of the legal formali- 


\_tiés may be suggestive. On June 24 occurred the first meeting of the shipbuilding 


directors. These were Raymond Newman, Louis Dailey, and Frederick Seward. 
They elected themselves, respectively, President, Vice-President, and Secretary- 
Treasurer. All were clerks in the employ of the Corporation Trust Company, 15 
Exchange St., Jersey City, New Jersey. The capitalization was $3,000, fifteen 
shares each of preferred and common stock. One share was assigned, but not 
transferred, to each of these dummy directors. The offer of Young was read to 


( these three clerks. They then passed the following resolution: 


““ Whereas, John W. Young has offered to convey, sell, etc. . . . to this Com- 
pany all and singular the properties described in this offer which has been spread 
upon the minutes of this meeting; and, 

“ Whereas, in the judgment of this Board the value of the properties so offered to 
be conveyed, sold, assigned, transferred, paid and delivered to this Company is at 
least the par value of the stocks and bonds of this Company proposed to be issued 
therefor, to wit, the sum of $70,000,000, and said properties are necessary for the 
business of this Company 

“Resolved, that said offer be, and the same is hereby accepted, . . .” (Minutes 
of Directors’ Meeting of June 24, 1902. Reprinted in Receiver James Smith, Jr.’s 
Report, filed October 31, 1903, p. 3, which is itself reprinted in part, in Trusts, 
Pools and Corporations, p. 182, edited by William Z. Ripley.) 
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pany with $1,500,000 of working capital. To meet these pay- 
ments, — and Schwab had insisted that they must be met 
before the consummation of the Bethlehem transfer, — the 
promoters had only the French and American underwriting to 


rely upon, and the small amount of public subscription, chew. 


ee ori 


gnc underwriting gmeantcd ue epeuecocally BOERS 


on this side and their representatives on the othérbut the 
Frenchmen refused to meet their obligations. 


“that tre rT EEGEaGKS SMT Se 

“men must ee been at a loss to understand the basis upon ui 
the considerable allotments of stocks had been given the 
The American underwriters paid their subscriptions, but, as re 
French had agreed to take $4,250,000 of the bonds, Dresser 
and Nixon had not enough money to meet the payments of 
$7,500,000 necessary to effect the purchase of the yards and the 
launching of the Company. 

ee ain wean task of Taising this s money was undertaken on 


.e- water, while 2 Young | was. engaged 1 in “Paris in the 


~ futi setenit to secure payments from the French underwriters.” 


BES LILES EINE EET PEE AHR, REA ees 


At first, Dresser and Nixon were able to secure a considerable 
amount of money on their own notes supported by the ship- 


building securities. At ewéit the time, as well as later, both believed. 


Deer seria HEIR URN ENO RE 


ly..g00d, and “any 1 temporary 


MORSE 


the French underwritin; ing. | 
1 Seé New York Evening Post, October 8, 1903, or New York Tribune, October 
9, 1963, where much of this correspondence is reprinted. It is humorous, but of no 
rmanent significance. A few of the suggestive cablegrams are given by L. W. 
Sammis, in his article in the Annals American Academy Political and Social Sciences. 


24yAnn, Am. Ac. Pol. Soc. Sci. 254. 
2 The New York Evening Post writer, who evidently looked into the French under- 


iting with some care, states (Vew York Evening Post, January 4, 1904) that it 
was a recognized custom of some underwriters to lend their names to an enterprise 
for a commission, — say 5 % instock. In such cases, every one connected, except 
the public, would recognize that such underwriters had neither the ability nor 
intention of paying anything. Men with nothing but titles were prone to partici- 


pate in this kind of finance. The Baron, who had obtained many of the subscrip- 
tions, was evidently Of this kita’ He had been in prison for fraudulent practices. 


MA ated 
ARE Pie RAR ere Hi 
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loans could be paid as soon as the money was received from 

France. The loans from the various sources proving inadequate, 

and the eleventh of August not more than three days ahead 
e ) » Dresser appealed for help to Max Pam, Mr. Schwab’s Bane ¢ 

G56 The latter, according to Dresser’s.testimony, had promised 

& ON ““" “before-he went abroad that he would help the promoters to the 

AY At ie extent of “ two million more,” ? and now, in the hour of need, 

“Dresser appealed to his representative. Mr. Pam replied“ Noth-_— a 

ing of the kind.”* After some discussion, Pam introduced 

Dresser to George W. Perkins, of J. P. Morgan and Company, 

and requested him to lend $2,500,000 on the French underwriting 

' securities as collateral. This Mr. Perkins refused to consent to 

on the ground that J. P. Morgan, and Company did not have 

control of the shipbuilding enterprise.* , He did consent, however, 

# ©6to deposit’, $700, ooo in each of threétrust companies, the under- 

_ standing being that Mr. Dresser could re-borrow the amounts. 

The Knickerbocker, the Manhattan, and the Trust Company 

of the Republic were named by Dresser. The Manhattan Trust 

Company refused to accept the deposit on the condition of a 

loan to the shipbuilding promoters, and the amount was returned 

to J. P. Morgan and Company. A similar proposition was 

‘a refused by the Mercantile Trust Company. It was accepted 

y the Knickerbocker and_Republic Companies. Afterward, 

Dresser negotiated a loan of about the same amount, with the 

“New York Security and Trust Company, of which both Schwab 

i "7S and Perkins were directors, on the strength of the latter’s intro- 

- ; ductiork® JAAll these (empornPynIcanae sence tor ronernesraes 

\ of thé"French underwriting, -were-secured.on the credit of the 
f Trust Company of the Republic, and by the personal endorse- 


‘ okt testimony ‘(Dresser), Dp. 97. 

2 [bid p. 95. 

s Conflin testimony, p. 98. 

4 Although J. P. Morgan and Company may not have played a conspicuous 
part in the shipbuilding episode, they were certainly more than passive spectators. 
For example, they cabled to Morgan, Harjes and Company, at the request of 
McCook, — ‘‘ Charles M. Schwab, and his friends are interested in the new ship- 
building company here, and would be glad to have you take as cordial view as is 
consistent.” (Conklin’s testimony (Perkins), p. 1468.) 

5 Conklin’s testimony (Perkins), p. 1439. 
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TRIE RR me ; 


ment of both Dresser and Nixon. 4 Some were addjti nally 
secured by the assignment of the ferican underwriti 
As a result of these financial proceedings, Dresser and“Nixon 
were able to secure, by August 11, the $6,000,000 necessary_to Se 
purchase the shipbuilding yards. OFtt this < amount, $250,000 had 
— . 
been subscribed by the Trust Company of the Republic. } ) Besides ~~ 
this, $3,672,187.50, had “been borrowed by Dresser, ais with the 
endorsement of Nixon,’ the major part from the Trust Company, om 


of the Republic. and _other Trust_Companies. willing to Compan oa 
its guarantee./ The remaining $2,077,812.50 came from the oe 
Americans Underwriters and subscribers other than the Trust _— 
Company.*/ On August 12th, the Bethlehem Steel Company 

was acquired under the conditions of Schwab’s agreement, and jb L7%' i 


J. P. Morgan and Company me) 5,000,000 of the Shipbuild- 


ing Company’s stock as a bonys.5 
It is valuable, perhaps, as a summary of these somewhat ~.¢ ° 

complicated proceedings, to arrange in tabular form what was 

intended to be the distribution of the money and the securities. 


+ Some of promoting commissions were never ads 
we — “ in ~ oe iene eee asc anes 


“Dresser testified under oath that the Executive Committee authorized him to 
borrow these sums (Conklin’s testimony, p. 155), and that the Committee sub- 
sequently confirmed the transaction at the meeting of September 9th. The Direc- 
tors certainly did reélect Dresser to the Presidency, when these transactions were 
known. On the other hand, the Executive Committee was composed of men 
of very high standing. They must have recognized the seriousness of their respon- 
sibility, if they actually did understand themselves as authorizing Dresser to per- 

/ form th¢se transactions. 

t .Nétably the Knickerbocker Trust Company. 

t should be noted that Nixon, who understood that he would have the 

agement of the shipbuilding, rather than the financial responsibility, was in- 
duced by Dresser to enter these transactions. Dresser gave him to understand 
that in no other way could the yards be paid for and the Company put on its feet. 

4 hese figures are believed to be correct, although arrived at by a process of 
elimination. They are certainly correct within reasonable limits. The Conklin 
testimony shows that Dresser-and—Nixon borrowed, on the credit of the Trust 
Company of the Republigy $4,100,000, butt some of this was borrowed after August 

h. C 

a ’ This they afterwards sold to Schwab for $75,000. (Conklin testimony, p. 1466.) 
\ j OO 
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| First | Collateral 
Cash Mortgage Trust ae Commo a 
Bonds Bonds 

PUbliGnpp ear oan Coe ere Bei $490,000 
Shipyard! Owners).\../00-)s 2 soe $6,c00,000} 4,050,000 mie $4,000,000} $4,000,000 
Schwab, Bethlehem ............ are. eee $8,223,000 
schwabisyndicate'..5 52. +e oe Laer et 1,777,000 Fe oe eae 
J.P. Morgan & Co. (U. S. Steel 

Syndicate) Meer eee eee is ofr ta ae 2 2,500,000} 2,500,000 
T. Co. of Rep. (underwriting) ... Sea 250,000 Roe 62,500 62,500 
Underwriters other than T. Co. of 

Rep. (approximate) ........ Sara 2,400,000 sages 600,000 600,000 
Underwritings, largely French 

which fell back on T. Co. of 

Rep. (approx.) upon which 

$4,100,000 was bo e 5,860,000 eas 1,500,000 1,500,000 

Promotion Commissio 
Trust Company of Republic ... 67,000 250,000 eve 700,000 700,000 
Mercantile Trust Company .... 10,c00 20,000 
Mercantile Trust Company .... olan 20,000 ete 75,000 75,000 
Alexander & Green ........... 20,000 50,000 tee 150,000 150,000 
John W. Young (Syndicate C. J. 

‘Canda) Meher ee Soe 100,000 wae 250,000 250,000 
Admiral Bowles .............. 10,000 15,000 ear 25,000 25,000 
Candataete ee en eee oe ae 2,500 1,250 aves 2,500 2,500 
McGregor (accountant) ....... mes 1,250 ee are 2,500 2,500 
ohm UW. Gatesic fer £ sete crue. ara 50,000 aes 100,000 100,000, 
Schwa Diemer tte Net ae Satie 50,0c0 steele 100,000 100,000 
Charles R: Hlint, tetas eee oe 36.00 ates Sebe 25,000 25,000 
Jel Boothroyd... fessrs BER Si 10,000 10,000 
Eis: Bellis Oa. a saa ciscissk ste ae Sates S006 5,000 5,000 

Special Gifts 2 
Dresseras aa Sees Pee. aries wees oe 1,000,000 
Nixon (turned over to Sheldon 

Syndicate) ewanccc eta ATE Sone sae ardaye I,000,c00 
SCA WED Mes ty pher aioe. cidlate dee Dobe eee B50 eis (ee 1,000,000 
1 BE att scree Mr bus DO RO RES RO Bocle suehesa eletste oe 1,000,000 
Trust Company of Republic ... wane er Bers aes I,000,c00 

Promoters, (Young) «........+.-- 140,500 892,500 EN 2,302,500 2,392,500 
Mreasury U.S. Ship. Co. aay acnes I,500,000 1,500,000 
otal weet ye. 4 $7,750,0008 | $16,000,000 | $10,000,000 $20,000,000 | $25,000,000 


As soon as the Company was established, it was necessary 
to provide its treasury with working capital. The promoters 
had agreed to furnish the Shipbuilding Company with $1,500,000 
in cash. As the autumn drew on, and the French underwriting 


of these underwriting commissions, except those to T. Co. of Rep., are 
ibed directly from a memorandum of Young, dated October 22, 1903, and 
eft with Nixon. (Conklin testimony, p. 714.) 

* Conklin testimony (Nixon), p. 1149. 

* Some of the vendors tock bonds instead of cash, which reduced the original 
requirement of $8,100,000. ; 


Oba / 
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THE SHIPBUILDING TRUST 
(466- 


1. What were the conditions under which the United States 

Shipbuilding Company could purchase the stock of the 

Bethlehem Sted Company? Were the demands of Mr, Schwab 

concerning this purchase too benient or too severe? Why yi 
and why not? Waive 


V4 
2, Assuming that the dummy directors were acting in good faith, (ugk 
were they reasonable in agreeing to give over 870,000,000 in 
securities f s offered by Young? Justify your 
answer by pAthe anticipated and the actual 
iecer earnine Se Joly 31, 1903) of the consolidating companies 
Also compare the $70,000 “090 capitalization with the Pee *y 
value of the sroperties, 7 #2 yp = 
ee 2:93 Lee =H 
3. Trace through the entire, pramétion of the United States aim hy 
Shipbuilding Company the’ différ ent responsibiliti ies assumed —#7O — ‘ 
by the Trust Company,-of, the Repudlic, and discuss the yf meta 
2dvisability of trust companies assuming such oblications, = &¢974 7 
indicating which were outside the ordinary functions of a ae 
treist Via. 2H 28.40 
kh. From th® Facts Given in Chapter XVII, what rating would you 14°) = 
EVE abO™: ee, executive abilitieaeor Lewig Nixon, 84, ee. Ts 
John U. McCook,, Danisl Leroy Dresser and Jonn W, Youn Why 
Shy ott SWI Tea aa 
a ee = cider 
7+ f) 
5.jAs oan exAmplesof.the difficul ee of PIisiNe CAap1 ua a a, 
/ industrial prom igt ee tte: statement showin- how Dr esser,(sf"M) 
fe Saiten and: Youar stien pret nae of the 639,000 , O00 firs oN aah 
mortgage bongs ertered, to the public on June ile 1902? atc 2 


6. Why does Devin Ie, in commenting on the fact that the incorpo- oon 
Teovon or the U. &., Shiphtilding Company Wes enti rely Any ene ub bs 


j hinds of dummies Sea "Al thouah true, it should be st<ted (rT 
( that this is, unfortunately, the ordinnry method of New Jersey geet ge 
/ Peorporstion'? “4 

t anil 
| a 


t do you supvose were the "seven probxble economies to be 
ected by the new combinxrtion" mentioned by Recr aT eo HEF 
» Bowles in his report of December 22, 1900 (p, 469) 


ay J / ; & ¢ ( o h-wrly ¢ 4 bs O. ta A ee A. , 
; tf t Lf / he Oe ( 
af 7 \y d 


= A oo rnb 44/ =" Ben pores TT AE~EO te oe 


A.jf-0: 000-2 - ‘ y? = Ws SY 
: a oY : _€ Vitse ht AALCL Z t 
rs. 2-677-1¢6 ] F.2 080 80 Shoo ae ees af) 
. O, > .s7D J27IB. 008 | | 
peprn. #/ J 7 ete ‘ 
: », o7 1-&f + eT wee . o (190) 
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still failed to materialize, Dresser, with the endorsement of 
Nixon, borro further on the credit of the Trust Company of 
the Republi The Company was, by this time, well started 
on its way, and Lewis Nixon, as President of the combination, 
assumed the nominal control of the plants, — all save the Bethle- 
hem Steel Company, which retained a separate management 
0 MAaries M. Schwab, and his attorney, Max Pam. 


that the original owners of the yards, re 

instan the only ones who profited in the formation of th 
Shipbuilding Company, and that this profit did not seem to them 
undue. The business of the yards was at a low ebb during 1900 
and roor. Every shipyard owner thought the other builders 
more prosperous than he. In this confused frame of mind, he 
was ready to believe in the economies of collective ownership and 
expert management so ably set forth by Admiral Bowles. He 
listened attentively to Young’s scheme, and gave an option on 
his own yard almost without hesitancy. Each one of these men 
believed in the success of the combination, and although recogniz- 


__ing that the price he 1 was out of proportion to the 


\, value of his plant, and that the total nominal capitalization 
of the new company was excessive, he had no difficulty in excusing 
these excesses as more or less in accord with the customs of 
industrial consolidation. This is practically the whole matter, 

ns as the original owners of the yards were concerned. 


14 New York, January 13, 1903. 
»_ Received from Trust Company of the Republic, the following described promis- 
sory notes, signed by us, viz. : 
Note for $750,000 to Harris Gates & Co., dated September 16, 1902, upon de- 
mand. 
Note for $500,000 dated September 4, 1902, to Manhattan Co., four months. 
Note for $500,000 dated September 5, 1902, to the Patterson Safe Deposit & 
rust Co., four months. 
Note for $500,000 dated August 29, 1902, to the National Park Bank of New 
ork, four months. 
Note for $500,000 dated September 4, 1902, to the National Park Bank of New 
ork, four months. 
Note for $700,000 dated August II, 1902, to the Knickerbocker Trust Co., 
four months. 


In the presence of: meen Signed Lewis Nrxon. 
ae 


——— A D. Leroy Dresser. 
p= /) a spre 
1 \ 
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CHAPTER XVIII 


THE FAILURE AND REORGANIZATION OF THE SHIPBUILDING 
COMPANY 


woe? 
Difficulties incident to the French Underwriting, 494; the Sheldon syndicate, 
495; disappointment in the operation of the shipbuilding yards, 496; diversion 
of the Bethlehem Steel Company’s earnings, 499; first plan of reorganization, 501; 
controversy over plan of reorganization, 503; second or modified plan of reorganiza- 
tion, 506; summary, 508. 
1902. October. Formation of the Sheldon syndicate. 
1903. March. Rumors of financial trouble. 
April. First plan of reorganization. 
October. Publication of Receiver’s Report. 
1904. January. Second or modified plan of reorganization. 
December. Incorporation of Bethlehem Steel Corporation. 


It seemed wise to go into the promotion of the shipbuilding 
combination in some detail, in order to show the unfortunate 
circumstances which accompanied it. These circumstances, 
however, did not bring misfortune upon the Company imme- 
diately. The most troublesome feature, during the summer 
of 1902, was the delay in receiving money from the French 
underwriters, and the consequent trouble the delay caused 
in the adjustment of the temporary loans secured by Daniel 
Dresser, then President of the Trust Company of the Repub- 
lic. After considerable correspondence, he sailed for Europe, 
the last of September, 1902, intending to see for himself, how 
much strength there was back of the repeated promises. His 
trip availed nothing. 

While Dresser was in Europe, his Executive Committee 
became anxious concerning the $4,000,000 or more loans out- 
standing against the credit of the Trust Company of the Republic. 
The members of the Committee had been told that these loans 
would be cared for from the French underwriting. As nothing 
was forthcoming from this direction, and their date of maturity 


was approaching, the Executive Committee realized that meas- 
494 
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ures must be taken to provide for them, or the Trust Company 
of the Republic would fail. The financial world was in no 
position, in the autumn of 1902, to endure the collapse of a single 
trust company, and least of all, one known to be engaged in the 
promotion of a speculative enterprise. Some time in October, 
1902, Stuyvesant Fish, of the Executive Committee of the 
Trust Company of the Republic, called Lewis Nixon into his 
office #and asked him what he was going to do about the $4,000,- 
ooo of notes he had endorsed for the Trust Company of the 


g order to enable “a Pare Company to carry through the pro- 
motion. He could not, therefore, accept any personal responsi- 


bility. In order to i ieve the Trust Company of its burden, a 


syndicate was fo > to pay the $4,000,000 loaned to Dresser 
on the credit of the Trust Company. In consideration of his 
release, Nixon assigned to the Trust Sea of the Republi 


Trust Company Ole GAGE . of their ] par valug* 7 a aes 
blocks of stock were acquired, at the same time, as bon 
L4 ” 


associate ‘he Sheldon Be cate bought i bonds of the 


Conklin’s testimony, p. 889. \ 

2 Syndicate formed by Charles W. Wetmore, with H. L. Satterlee, of the Execu- 

ommittee of the Trust Company of the Republic, and George R. Sheldon, 
of the North American Company. A list of alleged subscribers, with amounts, is 
given in New York Tribune, December 10, 1903. I have no way of determining the 
accuracy of the Tribune’s list. 

3 Nixon held a power of attorney and bill of sale from Young. This transaction 

subsequently in dispute. Nixon was recommended to make the assignment by 
Mr. Deming, of Alexander and Green who held, apparently, the papers of Young. 

onklin’s testimony (Nixon), p. 891. Dispute referred to in 76 Chron. 1412.) 

4 According to the syndicate agreement, the subscribers agreed to furnish $4,125 ,- 
000,eash. In return, the Trust Company of the Republic turned over to the syndi- 
cate managers $5,500,000 bonds, $2,750,000 preferred and $5,500,000 common 
stock. The managers had until January 29, 1904 to sell the securities. 


ne Dresser to Stockholders of Trust Company of Republic (quoted in hi \ 
fu caro stated that the profits were to be shared by the Trust Company 
of the Republic and the syndicate. 


he motives that‘led many prominent financiers to subscribe to this syndicate 
have been variously defined. Some have gone so far as to say that the syndicate 
was created solely to relieve t the financial tension, and prevent the loosening of 
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In the meantime, the most optimistic reports of the Ship- 
building Company’s earnings were circulated in the Wall Street 
district. The report to the Stock Exchange, already alluded 
to, shows total net earnings for the three months ending Novem- 
ber 30, 1902 to be over $1,100,000. Of this amount, the ship- 
yards earned over $500,000 and the Bethelehem Steel Company 
over $600,000. The interest on the bonds for the quarter amoun- 
ted to less than $400,000. d as though the fixed charges 
had been earned three times over.! } a 

“SS The “underlying conditions of the’ Company’s position were 
not as satisfactory as this report would lead one to infer. The 
first difficulty was the lack of working capital. All the separate 
__yards had been leased back to the old operators, in the belief 
that they could be managed more economically by the small 

“. _ Corporations.? The United States Shipbuilding Company 

would, aaa to this plan, derive its income from the divi- 

V dends on the stocks of the subsidiary corporations. It was 
recognized that the yards should be helped during the critical 
periods by advances of working capital, and hardly had the new 
Company taken over the subsidiary yards than demands began 
to pour in upon it for advances. On paper, the United States 
Shipbuilding Company appeared to have upwards of $3,000,000 
of working capital. Yet the yards themselves, which the 1 


prospectus of June 14th says were to be acquired “ free from 


» confidence that would surely follow the failure of the Trust Company of the Repub- 
lic, and the disclosure of its cause. In all probability, this was not the main motive. 
It was rumored through the financial district that the Trust Company of the Re- 
public was in trouble, and that a syndicate was forming to advance the Company 
money. Incidentally,it_was suggested that considerable profit would arise, as 
the syndicate could purchase the shipbuilding securities of the Trust he saree 


at a low figure. The members of the syndicate believe z 
own auditors that brought to light the errors in the cctinntas 

revious accountants... 

ieBarningsishippbulldmgsyards- eatin een ee $554,021.45 


Bethlehem=:)2, $2 fed ee ee Sa 609,000.77 
Total net earnings, 3, kcascscoeae hee ee $1,163,022.22 
Accrued interest and sinking fund payment, quarter ..... 391,666.67 


(Listing Application A-2726, December 24, 1902, p. 4.) 
The lease system was a device of President Scott of the Union Iron Works. 
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any liens,” had debts of over $2,000, 1 some of which were 
being pressed for payment. As a result of this condi ion,? the 
parent company paid over to the operating yards, during the 
first eleven months, over a Of this amount, $60,000 
was returned in earnings. 

A most unfortunate discovery was made in regard to the 
Union Iron Works. Instead of having over $1,000,000 of sur- 
plus, largely as working capital, which President Nixon was 
given to understand the yard possessed, it showed instead a 
deficit of something like $1,400,000.4 More than that, certain 
facts that were connected with the management of the Union 
4,988. (Auditors’ report quoted in Report of Receiver Smith, p. 40.) 


1 $2, 
4 t must not be thought that the United States Shipbuilding Company ele- 
: Trig Si the only ones to have trouble. Woeff and Zwicker of the West Coast, 
. Trigg S 


Cramp after building vessels aggregating nearly $30,000,000 had to be reorganized. 

The Roach Yard and the Ramsay Yards were closed. Possibly the explanation 

is that the country was not prepared for the large volume of naval work contracted 

for in a short time. Yards undertook the most important and difficult work 

(torpedo boat construction) without experience or organization. Good men 

bid for at a premium, and poor men undertook work the ot do.” State- 
aT natn thtpbuitter VEE SCRE Ee 


“To get an idea of the influence of strikes we may compare the costs of two 


Monitors. 
Nevada (Bath) Florida (Nixon) 
MATCH ALS a ewer mii aie ois std stn weve a ectlel $430,043.74 $408,215.07 
EA DOMME sels enres crest claishnie'e duiaisiece 318,819.45 372,673.58 
COvierhea de trent rishelusie: eins atieie sarees 95,045.81 III,801.90 
$844,509.00 $89 2,690.55 
GOnEFACIRTICOR sisi: s sidcreielewinnret oc) 5) a0 1,028,393-79 990,573.21 
JB YORI i o.5:6 crepe ICROG RRC EEN 183,884.00 97,882.26 


“Upon analysis it will be seen that the Nixon Yard on the same materials spent 
$22,000 less than Bath. 

“ Their labor, however, was $54,000 more. The Nixon Yard was paid $38,000 
less for its ship however. The continuous strikes of the two previous years at the 
Crescent Shipyard increased its labor cost about 17 per cent.’’? Same statement. 
Yat August 1, 1902 to July 1, 1903; $1,019,956 in money, and $520,000 of bonds 

( used as collateral for notes of subsidiaries. (Auditors’ report, quoted in Report of 
ceiver Smith, p. 39.) 
4 It should be rem 
accounts of which were accepted on the audit of 
accountant subsequently was removed to a san 


e Union Iron Works was the only yard the 
patent A Sataheosi 
ompany s own accountant. 
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Iron Works, not known when the United States Shipbuilding 
litigation. was.in progress, show that it was not being managed 
for the best interests of the holding Company.__For.example, the) 
_«Payrolls’ were needlessly increased! expense accounts padded, 
and unnecessary expenses incurred ven Receiver Smith, 
\ with but a slight acquaintance with the situation at the Union 
' Yard, discovered that the Shipbuilding Company had agreed to 


retain officials of 


Milwaukee, which the yard was building, and from which the 
~K_ officers of the United States Shipbuilding Company expected 
a profit, were being built at a loss, * and realizing this, the manage-. 
ment of the yard refused to release any of its apparent earnings, 
to the United States Shipbuilding Company.__As President 


nn eee 
_Nixon-was.spending all the earnings of the other yards in improv- 
Ss eee res 


ing their efficiency, he was unable to obtain any dividends or 
ayments from them. The only opportunity for obtaining the 
equisite money to meet the interest on the bonds of the United 
tates Shipbuilding Company lay in the earnings of the Beth- 
ehem Steel Company. In this direction his hands were tied. 


1 Specific instances. 


1 / Salary before, Salary after 

| : U.S. Shipbuilding Co. U.S. Shipbuilding Co. 

\ Assumed the Ownership Assumed the Ownership 
KEES 27 aemMOn th: oe. k ee neat cat ert ae eR $3,c00 a year 
(2)RGomalmonth Gr Aen s yet a tee ee a ee ee 3,0Cc0 a year 
(3) Bpacom month |.me. eae aeacs Sr teldinbsle dicasth Aiagase care oKee EE 6,000 a year 

(Cousin of wife of President of Yard) 

(Qeiingineer’ $7,coova viento. eimen cet een ee een $10,000 a year 
(5). bree, Engineers $7;200) a Vear -.e eee ee eee I0,0co a year 
(O)eBive’ Engineers $3co.aimonth® 7...:.--..... sesh ee eee 5,000 a year 

y \ (Evidence taken directly from memorandum in handwriting of important 

és official of Union Iron Works.) 
i > “Under the item of expense account are many items not in right place, and so 


; ced to prevent true light on same.” (Memorandum quoted in previous note.) 
Cc An office in London in charge of a cousin of the President’s wife “ neither 
_sent any work worthy of the expense, neither has it made any money, but is a loss 
all the time.” (Same evidence as preceding note.) 
( * Report of Receiver Smith, p. 62. The original purchase contract letter, on 
the basis of which all the yards were transferred to the Shipbuilding Company, 
‘Shows guaranteed salaries for the Union Iron Works of $56,000 per annum. 
Minutes of Directors’ Meeting, U. S. Shipbuilding Company, June 24, 1902. 
° Memorandum quoted in previous footnote. 
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The distress of the shipbuilding yards would not have affected 
he larger company seriously had the Bethlehem earnings been 
available. This was the only one of the subsidiaries which 
was profitable. Although loaded down with fixed charges, 
the Bethlehem steel Company was able to show a net profit of 
over $1,500,000! during the first year. Had the Directors 
been willing to.release some of their earnings to the parent Com- 
pany, it could have met its interest on the first mortgage bonds 

he Board of Directors, who were under the control of Charles 
M._ Schwab, voted instéad only “$286,660 to the Shipbuilding — 
Company,— just enough to meet the semi-annual interest 
payment on the Collateral Trust Bonds issued for the purchase 
of the Bethlehem works. The of the earnings were_deflected 
to the purchase of iron min the accumulation of inven- 
toried merchandise, and to the general improvement of the pla s 

In the presence of this march of events, President Ni was 
powerless.. On oes 22 ae Max Pam, Schwab’s at- 


f fter that time, the places on the Bethlehem and 

tates Boards were gradually assumed by Schwab’s 

_friends and relatives. The divergence of interests between thé 
Bethlehem and the parent Company was shown by the action | 
of the Executive Committee of the United States Company, 
which, on April 7, 1903, authorized the Bethlehem Company 
to enter upon improvements representing an expenditure of 
$2,800,000," President Nixon’ s control was more and more 
confined to the manufacturing side, and even there his freedom” 
of | ite was seriously restricted.” | Finally, during May and 
(/ ¥ Schwab had told Nixon and Dresser that the Bethlehem Company was 
earning $1,400,000. Receiver Smith, who appeared to be prejudiced against the 


Bethlehem management, admitted in his report that the Company had earned 
$1,662,530 in the year from July 31, 1902 to August 1, 1903. This clearly shows (‘P \ 
her etE spree 


that Schwab sold the Bethlehem Company under no false pretentions. ‘ee 
seee ee ae ee ee aa igiS RIES To Eoprorimetely 

$350,000. 

3 Evidence shows about $683,370 expended on improvements. 

4 Conklin testimony, p. 595. Salary was dated back. 

5 Conklin testimony, p. 604. 

6 Just before Nixon’s resignation from the Presidency of the United States Ship- 
building Company, in June, 1903, he prepared bids on two battleships. Pam 


ee > 
on we 
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June, 1903, he sought at numerous times to secure a quorum 
of the Board of Directors, in order that some action might be 
taken. In this he failed. Mr. Schwab told him, according to 
the latter’s testimony, that he had instructed certain members 
of the Board not to attend the meetings.! © 

The dilemma in which the President found himself was all 


~ 4 the more critical because the United States Company was 
Ty, ‘becoming seriously embarrassed. The shipbuilding yards were 
vy sapping the life from it through their continual demand for 


6) cash advances, while the only subsidiary on a firm paying basis 


* On July 1, 1903, the Company would have to meet the payment 
of $900,000, partly interest on bonds and partly further advances 
to its subsidiaries. There was next to no free capital in the 
treasury. To make the situation more serious, the Company 
found itself unable to secure additional capital by hypothecat- 
ing its own bonds, on account of the low market quotations 
on its securities. SOWAT: ie vc 

Meanwhile, the members of the heldon _ Syndicate) were not 
mere passive onlookers. As soon as they had acquired the ship- 
building securities of the Trust Company of the Republic, they 
set to work to investigate the merits of the enterprise. The 


reports ee eats. It became 

Semmes Ha é earnings had been over-estimated in the original 

7 statements, and that the actual working capital had been reduced. 
by the continual advances to the subsidiary yards to a critically 

low figure. It was absolutely necessary to obtain new money, 

~ or else the business of the Company could not be maintained. 


In this difficulty the Syndicate appealed to Schwab. He had 
| been watchin the-course of events, and had seen, with consider- 


j 


yards. His own Bethlehem plant was the only subsidiary, 
the operation of which had met the expectation of the promoters. 


resigned from the Presidency. y. (Conklin testimony ( Nixon), p. a ) 


- 1 Conklin testimony, p. 607. 
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Under these circumstances, he-was unwilling to make further | 
advances in money unless the holders of the first mortgage |\ 
bonds, — those secured by a lien on the yards, — would consent 
to a considerable sacrifice. 

Toward the end of March, 1903, rumors of a reorganization 


were circulated. President Nixon was quoted as saying that oN. Py i 


plans were being discussed for obtaining capital, in order that 
the Company might “‘take care of the volume of work which 
The leading members of the old-Sheldon 
selves _a Reorganization Committee? 
Their attorneys, Sullivan and Cromwell, codperated with Max 
Pam, as Schwab’s representative, and finally worked out a plan 
of reorganization, the full details of which were published abou 
May 25. . The terms of this plan forthwith became a storm 
center. The plan involved, in. brief, the creation of three kinds 
of securities, -} bonds, |preferred;}and Eommon stocks. } Schwab 
was to pay $2,000,000 in cash, an nds for his 
cash, and his old Bethlehem Collateral Trust Bonds. This was 
the pivot around which the whole plan turned.) The holders 
of the shipyard bonds were to pay no assessment, but were 
asked to take new preferred stock, with a 20% bonus of common 
stock. The old shipbuilding stocks were to_be.exchanged into | 
common. stock t¥or the details of the plan, see the table Op- 
posite page 507. It involved the placing of Schwab’s lien 
ahead of the lien on the yards, and upon ure most of the 


eer 


1 76 Chron. 977. Nixon felt assured of a large Japanese contract. 

2 George R. Sheldon, Chairman, Charles S. Fairchild, John E. Borne, Max 
Pam, and Charles W. Wetmore. 
ixon testifies that Schwab early (April) made up his mind that “ the Bethle- 
onds should become the first mortgage bonds on the shipbuilding properties, 
as a condition that he would advance certain moneys; that was the condition and 
the whole plan was moulded about it.” (Conklin testimony (Nixon), p. 625.) 

4 Reduced to the terms offered to the holders of the securities, the plan worked 
out as follows: — 


New SECURITIES 
Preferred Common 


Otp SECURITIES Assessment Bonds Stock Stock 
Shipbuilding Tirst Mortgage Bonds ....... As 5s $100 $20 
Bethlehem Collateral Trust Bonds........ $20 $120 1s 16 
Preferred: SLOCK cay aise lew «iets eR a Ar ee 40 


Common Stock sevice nets censckveesss rs Pm ga ie 10 
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criticism .of-the-plan_was_ directed. Aside from questions of 
The old bonds, both’ ‘Series, 
‘A’ carried.annual interest payments of $1,225,000.!_ This plan, had 
it been consummated, would have reduced the interest charges 
to $500,000, not including the interest on the new money ad- 
vanced by Schwab. : The President of the Bethlehem and 
Treasurer of the Shipbuilding Company estimated the current 
earnings of all the plants at $3,000,000,? after: deducting the 
charges on the underlying Bethlehem bonds ace i 
- Looked at broadly, the plan seemed to favor the bonds held by 
Schwab. The.old shipbuilding’ bonds were secured by a first 
mortgage on the yards; yet they were asked to take a posi- 
tion junior to the Schwab bonds, which were secured only by 
Bethlehem. stock ahead of which were over $8,000,0 un- 
derlying bonds. Moreover, it appeared, even on the~state- 
ment of the treasurer of the Shipbuilding Company, that the 
earnings of the yards would be sufficient to meet the interest 
on the first mortgage bonds issued against the On the 
other hand, the Company was then in a critical positions There 
were outstanding floating debts of over $3,000,000% and new 
capital had to be provided. The President and the Treasurer 


had exhausted every source at their be for raising additional 


funds... No means seemed available. ,The Company faced 


mmediate bankruptcy, and in this emergency, Schwab stood 

eady to advance $2,000,000. He could well contend that the 
ethlehem plant, although burdened by heavy underlying liens, 
vas the only subsidiary possessing a liberal earning power. It 
was very clear that the Bethlehem could do without the ship- 


_building yards, but they could not do without the Bethlehem, 
and under these circumstances Schwab sought to drive as hard 
NSA peepee sneer DEMEENNTNERToneemen ste spanantenstttstt mE 
* Not including interest on bonds in treasury, nor underlying bonds of Bethle- 
Ps hem Steel Company. 
{ ® Plan and Agreement of Reorganization, May 2s, 1903, p. F. 
2 Bethlehem Iron Co. $1,351,000 
Bethlehem Steel Co. 7,500,000 
4 Estimated earnings shipbuilding plants per annum, $750,000. Fixed charges 
on $14,500,000 outstanding, $725,000. 
® $3,335,264. Plan of Reorganization. May 2s, 1903, Pp. 2. 
® Conklin testimony (Nixon), p. 623. 
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osition all wed Moe These same reflec- 
tions were in the mind of Nixon, for he wrote Max Pam, on. 
May 17, that “ after careful study and conference, I cannot see 
my way clear to approve of the plan,” ? but as no other means of 
obtaining working capital appeared available, he finally consented 
in a letter written May 26, 1993.? } 

On June 4, an advertisement in the daily New York papers ad-. 
vised the holders of the bonds on’the shipbuilding yards to with- 
hold their consent to the Sheldon Reorganization Committee’s 
plan. At the same time, the author of the advertisement had 
printed a circular which pointed out the striking discrepancies 
between the statements in the Public Prospectus of June 14, 1902, 
and the circular of the Reorganization Committee. In the 
former, the earnings the yards were stated to be $2,225,000; 
in the latter, $750 The circular suggested, “‘ The Company 
needs a searching examination into its affairs by a fearless com- 
mittee.” It is true that the examination that followed was 


__searching enough;. whether. the persons “condwéting™it “were 
fearless and impartial is another question. e€ opposition 
movement was taken up by a group of men, headed by Roland 
R. Conklin, who, on June 11, applied to the United States Circuit 


Court at Trenton for the appointment of a receiver, and an 
order restraining the Company from carrying out the reorganiza- 


HODi gaa. employed Samuel Untermyer as council, and 
prepared to enter upon extende ond er to obtain 


better terms for the holders of the shipbuilding first mortgage 


_-beonds. 
/ 
N gave out to the press, when the terms of the reorganization were 
ect to discussion, that he owned $850,000 of the bonds on the shipbuilding 
plants. He later admitted that this was false, and that he owned only $250,000. 
(Conklin testimony (Schwab), p. 2202.) 

* Conklin’s testimony, p. 633. 

§ The testimony in the Conklin case brings out a correspondence between Schwab 

and Joseph H. Hoadley, relative to taking over Nixon’s bonds (p. 1103). It had 
no basis. 
_ 4 Printed circular of Gustave Loeb, June 4, 1903, section 11.__Loeb’s interest 
‘in the bonds was small. It has been remarked in other connections that there are 
always men who stand ready to give advice and to plead the cause of the innocent 
and injured security holder. 
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Before this, the disagreement of Schwab and Nixon reached 
a breaking point, and the latter resigned as President of the 
United States Shipbuilding Company. Both published extended 
in the New York papers. Nixon alleged that the 
“Shipbuilding Company baw Deer Broighe to the brink of bank- 
ruptcy by the action of Schwab, while the latter defended his 
course in protecting the Bethlehem as both honest.and.con-.. 
servati He offered to surrender his shipbuilding bonds and 
-, stocks, and receive back the Bethlehem stock, but the proposition 
was not taken seriously. From this time on, the public press 
was used by both sides to exploit the “ shipbuilding scandal ” 
as it was called. Unfortunately, much that was said on both 
sides was untrue. Mr. Untermyer, as counsel for the Conklin 
protestants, at he could tgfexaggeratejthe fraudulent _ 
character of the ‘enterprise and jooravats the already intense 
ill-feeling. He hoped, by turning the episode into a public 
/Scal al, to bring the pressure _ eat opinigh to bear upon 
‘Schwab band the - Sheldon Committee;so that they would feel 
“themselves compelled 1 to to modify ‘the original-plan-of- reorganiza- 
| tion. Unfortunately the public press and the courts lent 
themselves all too readily to these tactics. Every corner of the 
} promotion was searched for the discreditable and the fraudulent, / 
to keep alive the fire of public disgust. Even private cablegrams, 
very humorous in their character, but in no wise pertinent to 
the real issue, were brought into evidence and exploited in 
the press. 
Meanwhile, Judge Andrew Kirkpatrick chose James Smith,— 
Jr., of Newark, a former United States Senator, as receiver.! 
Smith worked in opposition to the Sheldon Committee, t 


interests.of which, as holders of large blocks of the ship malene 


pone were identical with those of the complainants, — Conk- 


' This appointment was as unfortunate as the rest of this unfortunate history. 
“Judge Kirkpatrick had been raised to prominence through the political influence 
of Mr. Smith, who was popularly known as a “ political boss.” The receivership 
of a Paty corporation, with the heavy fees, was regarded, to use popular parlance 
asa “plum.” It was stated in the Wall Street district, long before the receiver 
was eppointed, that, ‘if a receiver for the shipbuilding is appointed, Smith will 


be the man.’ ial 
eutsinuieaiai anc steel D LLL 
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lin, and the Bondholders’ Protective Committee, whose cause he 
espoused. The Mercantile Trust Company and the New 
York Security and Trust Company, as trustees for the original 
bonds, brought foreclosure suits in order to hasten the work of 
the Sheldon Reorganization Committee. All these actions 
were later consolidated, but into this legal quarrel it is not 
necessary to en On October 31, 1903, Receiver Smith 
filed his report. e document is unusual of its class, and would 
deserve more of our attention were its tone less biased. It 
is some ninety pages in length, and gives an outline of the pro- 
motion and subsequent history of the Shipbuilding Company. 
_ It quotes atlength letter of Yo 
ckhol ffering to convey the shipbuilding yards to _the _ 
Company; and it gives a brief epitome of the reports of “the: 
_ New. York. Audit Company on the businesses of the separate 
yards during the “first “year of t the Shipbuilding Company’s 
history. But besides t erial; the report is of little value. 
It was largely the work of Samuel uel Untermyer, written primarily 
to fan the already kindling ‘flame ne of public | c indignation, and to 
give form and substance to the alle that Schwab caused 
the failure of the shipbuilding enterprise.? 
During the winter of 1903-04, testimony was taken before a 
master in the Conklin suit, and this testimony, reprinted with 
~ editorial comment in the press, added still more to the notoriety 


A number of suits arose out of the case, the plaintiffs of which were public 
\ holders of these securities. The Mercantile Trust Company and Alvin Krech 
were the defendants. The plaintiffs claimed that they had been defrauded. Ap- 
parently they had bought the shipbuilding securities as a speculation, — shown 
clearly by the prices they paid, — and when the enterprise failed, tried to throw 
the responsibility on to other shoulders. Instead of bringing suit against the real 
promoters of the Company, they sought to connect parties of assured financial 
responsibility. See especially Kavanaugh v. Mercantile Trust Company e¢ al. 
The plaintiff operated a Knitting Mill at Waterford, Saratoga County. He pur- 
chased $50,000 of bonds, 200 shares of the preferred stock and 500 shares of 
common stock. 

2 It is unfortunate that this polemical report, issued under the mantle of the 
courts for a covert purpose, should have received the publicity it did. Even to 
this day it is regarded as an authentic account of the Shipbuilding Company, as is 
shown by the fact that Professor William Z. Ripley reprinted it in his Trusts, 
Pools and Corporations. 
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of the Shipbuilding Company, its promoters and Cha 
Schwab in par ay, tension became so great at last, 
that efforts were made by both sides to effect a compromise." 
Meanwhile, the shipbuilding bonds had declined to 18% ? "and 
all concerned realized that the sooner the notoriety of the pro- 
ceedings had subsided, the better it would be for the financial 
world in general, and the shipbuilding enterprise in particular. 
The members of the Sheldon Committee had succeeded in 
obtaining deposits of “approximately $22,000,000 out of some 


$24,000,000 of outstanding bonds, so that they were in a position 
to push through their plan, had they so determined. At this 


point, it was decided to compromise the issue. In avletter to 
Chairman Sheldon of the Reorganization Committee,’ alleged 
to have been written January 25, 1904, Smith stat at he 


has “‘ for some time past been considering a modification of the 
plan of reorganization of the United States Shipbuilding Com- 
pany, which would be likely to be acceptable to both classes of 
bondholders, and would tend to prevent the sacrifice and waste 
of the assets which will necessarily result from further and pro- 
tracted litigation. After carefully considering the relative value 
— TI have formulated a plan of reorganization, an outline of which 
Isubmit to you herewith.” In reality, the plan was arranged 
by Sullivan and Cromwell and was called the “ modified plan.” 
The new proposal was fundamentally different from the first. 
Both the Bethlehem collateral trust and the shipbuilding 
first mortgage bonds were to be exchanged for stock, the old 
stockholders were to receive nothing, and the only bonds placed 
on the properties were to be given for actual money. In a 
measure both sides made sacrifices. Schwab gave up the 
demand that he should be made a preferred creditor, and the 
Sheldon Committee gave up any claim to new securities, in 
1 78 Chron. 291, January. 23, 1904.. 
~ * Sale of $230,000 at auction on December 30, 1903, 78 Chron. 51, January 1, 


1904. 
Sees Committee Circular of February 4, 1904, p. 1. It was thought 


expédient to have it appear that the new plan emanated from Smith, so that the 
st mortgage bondholders, whom he was thought to‘ represent, would be more 
willing to accept the plan. 
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MopiFiep AND ADOPTED 
REORGANIZATION PLAN 


Securities Approximate 
Owners Preferred Con- Common Preferred Con- Common || Preferred Con- Common 
Bonds Interest epee tingent Interest tingent tingent 
Stock Charges Stock Stock Clauss Stock Stock Charges 
panied | zeh: 
First Mortgage Bonds | Public (small) and | $14,5co,000| $725,000 $14,500,000 | $1,015,000] $2,900,000 || $6,000,000 $9,000,000 
Sheldon Syndicate 
Bethlehem Collateral | Schwab 10,000,000 500,000 $2,000,000 | $12,000,009 |$600,000] 1,500,000 105,000] 1,600,000 9,000,090 630,000] 6,000,000 
Trust Bonds 
Preferred Stock Sheldon Syndicate $20,000,000 | $1,200,000 a 8,000,000 None aban None 
and Schwab 
Common Stock Sheldon Syndicate $25,000,000 2,500,000 None None 
and Schwab 
Total $24,500,000 | $1,225,000 | $20,000,000 | $1,200,000 | $25,000,000 || $2,000,000 | $12,000,000 |$600,000 | $16,000,000 | $1,120,000 | $15,000,000 || $15,000,000 | $1,050,000 | $15,000,000 
Bond Subscription ABA 3,000,000 
Change 
Change Percentage 
SUMMARY Old New Amount Percentage New to Old New Amount New to Old 
Securities bearing Interest ..............0eee eee $24,500,000 $12,000,000 —$12,500,000 49% Ber —$24,500,000 
Securities bearing Fixed and Contingent Charges .. 44,500,000 28,000,000 — 16,500,000 63% $15,000,000 — 29,500,000 34% 
otal Securities cet seis winclajoie Se jeri nnis Saami 69,500,000 43,000,000 — 26,500,000 62% 30,000,000 — 39,500,000 43% 
IRGC CHAT SOS orcrelte ote etete Hetero) over orsv= eo cralsiraytinsaveve 1,225,000 600,000 - 625,000 49% Snel — 1,225,000 
Fixed and Contingent Charges ...............066- 2,425,000 1,720,000 — 705,000 70% 1,050,000 — 1,375,000 43% 


Norte. This table does not consider the underlying bonds of the Bethelehem Steel Company. 
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place of their heavy holdings of old preferred and common stocks: 
These had declined to a few cents in value. © The few public 
investors, who had acquired the bonds originally for money, 
were most fairly treated. The table on the following page 
affords an opportunity to compare the original capitalization 
of the United States Shipbuilding Company and that proposed 
in the two plans of reorganization. In addition to the exchange 
of securities indicated by the table, it was provided that the 
holders of the shipbuilding bonds should be allowed to sub- 


scribe for $1,500,000 of new 6% ten-year bonds, at 873%; and 
ee 


the holders of the Bethlehem collateral trust bonds were ii 
tendered the same privilege. An underwriting syndic et) 
was formed to take care of the $3,000,000 of new bonds, in 
the old security holders did not avail themselves of the subscrip- 
tion. Considering that this obligation was the only lien on the 
Bethlehem stock and the other property, and that the bonds 
could be bought on an 8% basis, the subscription privilege must 
be regarded as a valuable one.2__ aeinelia kL IE: oS NY AS 
This final plan was most conservative» The bonds and fixed | 
charges were wipe € only lien left was represented ~~ 
by actual money subscriptions. Moreover, the net capitaliza- 
tion, not including the underlying Bethlehem bonds and the 
new bonds issued for these subscriptions, was reduced from 
$69,500,000 to $30,000,000. All of the new capitalization was 
in stock, bearing no..fixedcharges. Besides, the plan was 
vemmitESBIS TS a reorganization so drastic in the fact that all 
the merchandise creditors were paid in full from the treasury of 
the new Company. . 
Practically no opposition arose to the consummation of the 
reorganization, and in due course of time, the two old mortgages 


s 
{f =, 


“1 Morton Trust Company and Thomas 'F. Ryan, syndicate managers. See 
syndicaté agreement, dated January 27, 1904. 

- ® The individual allotments according to this plan can be seen at a glance from 
a table: — 


Each Holder of $1,000 in Bonds, - 
bite cases] : would be allowed and would receive 


to subscribe, New Preferred New Common 
: ; nts , at 874% Stock Stock 
Shipbuilding Bonds ........... $100 $400 $600 


Bethlehem |, Collateral ‘Trust 
LA NS ape i ae $15c $000 $600 


9 " Ci? 


er “had turned 0 nally represented, so that its earnings 
' could be us - the crisis. 


( 


id 


|| fair to all the interests concerned. In the brief period of opera- 


| 


‘508 PROMOTIONS AND REORGANIZATIONS 


were foreclosed, and the property bought in by representatives 
of the Reorganization Committee. Late in December, 1904, 
the Bethlehem Steel Corporation was incorporated, and presently. 
took over the physical assets of the old United States Shipbuilding 
Company which passed out of existence. 

The failure and reorganization of the United States Ship- 
building Company offers some unusual features. _Had_ the 


Company been organized along the lines first. planned, with 


~~ preferred stock and _co ith_no bonds, i . 


} 
| ably would not _h iled.. If, too, it had acquired the Bethle- 
| em works with money or stock or even bonds so issued as to 


insure the maintenance of control, it probably would not have 


vy, failed. Nor would it wea failed if the mana the 
; Bethlehem Steel Compan een willing to assist the Ship- 


Nor mh it have failed‘i € suspension 
of the French underwriting had not prematur ntly _ 


./, destroyed the Company's credit.....Nor would it have failed 
if the SE ee 


unnecessary... bungling. in. the... of the Compan 
feature.in, the_ whole situation _ more _ picturesque than vital 
the Company began its existence in no worse condition than 


numerous other combinations promoted during the four preced- 
ing years. It was not as extravagantly capitalized as the United 
States Steel Corporation promoted a few months before, nor the 
International Mercantile Marine, promoted at the same time, — 
both under the strongest auspices. Its chief reason of fail 


lay in the fact.that.shipbuilding, never particularly profitable 
was at the time particularly. unprofitable. This, combine 


‘with the load of bond debt, the obstinacy of the Bethlehem 


management, and finally the notoriety attracted to the Com- 
pany precipitated its downfall before it had hardly started 
on an independent career. 

In spite of the criticism directed against it, the first plan of 
reorganization, although in no sense conservative, was eminently 
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tion, the Bethlehem works showed a larger profit than had been 
anticipated; the shipbuilding yards, supposedly the nucleus 
of the consolidation, showed far less than anticipated. From 
the point of view of earning capacity, therefore, the holders of 
the Bethlehem bonds were in a distinctly stronger position 
than the holders of the bonds on the shipbuilding yards, and it 
was natural that they should demand a superior lien. The 
second plan, although not so fair to the holders of the Bethlehem 
bonds, was far more conservative. It contemplated the retire- 
ment of all the bonds, and the absolute cancellation of all the 
stocks. New bonds were issued merely to fund the new money 
actually contributed. In eal sense, therefore, the reor- 
ganization was one of the most drastic to be met with in recent _ 
financial history. And this fact is the more remarkable, when 
it is remembered that one of the subsidiary companies was in 
profitable operation, and that the aggregate net earnings of 
the subsidiary plants were ample to meet all the interest 


charges, had they been available. In a true sense, the reorgan- 
ization was merely a second step in the promotion. 
ent ebnetare oC ECCD 1 tae Promouon. | 7 a 


ee 


CHAPTER XIX 


Tue AMERICAN GLUE COMPANY* 


Historical account of the Glue industry, 511; promotion of the American Glue 
Company, 511; dissension in the management, 513; formation of the Glue Cor- 
poration, 514; settlement of internal friction, 516; formation of the Massachusetts 
Corporation, 517; summary, 517. 


CHRONOLOGICAL SUMMARY 


1894. Formation of American Glue Company. 
1902. Attempt to form Glue Corporation. 
1906. Incorporation of Massachusetts Corporation. 


_ Grur is a by-product manufactured from the refuse of tanneries 
and slaughter houses. It is extensively used in the cabinet 
yf making and wood-working Industries, and to some extent in 


the manufacture of sandpaper and abrasing materials. . Some 

Be Gaerne always existed in the industry, because of ol 
Emount of capital)required to start and operate a small glue 
plant. The history of the American Glue Company was selected 
to illustrate a reorganization that turned upon a feud _among 
the managers of the enterprise. It is the single case of corporate 
reorganization thus far _descri at turns on personal rather 
than financial motives. For this reason, it has seemed necessary 
to describe some of the circumstances connected with the pro- 
motion of the Company, but because of the personal motives 


upon which the reorganization turned, it has seemed wise to 
omit specific mention of names. 


1 This brief account of the attempted reorganization of the American Glue 
Company and the attendent circumstances is inserted at the end of the separate 
historical studies, in order to show an example of a reorganization brought about 
by dissension in the management. It has little bearing on the previous studies, 
which dealt with causes leading to failure and the reorganization following. The 
American Glue Company’s reorganization was resorted to in order to remedy an 


intolerable situation in the management. 
510 
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“THE AMERICAN GLUE COMPANY Sil 


The earliest established business entering into the American 
Glue Company consolidation was founded by Elijah Upton, at 
Peabody, then South Danvers, Massachusetts, in 1808. _Gradu- 
ally the business developed under the administration of his 
descendants until by 1894, it had control of several independent 
glue plants in Pennsylvania and Illinois. At that time, in the 
presence of the money stringency, it seemed expedient to con- 
solidate the plants with a large glue selling house. Accordingly, 
the American Glue Company was formed July 7, 1894, and 

$6 in(8% preferred stock,yand the same 
amount in common stock, five glue plants of considerable size 
) together with a large independent selling ae The pre- 

ferred stock alone had voting power, because the transfer of 
j roperty took place on the belief that the American Glue Com- ; 
aay cto ret st0cis in eachiange fot money and 
E ervatively valued tangible assets. | This was entirely correct | 
: There seems no doubt that the property acquired by the Com- 
at pany was worth at least the original issue of preferred stock;— 

$650,000. _It was known to all parties, as shown by the signed@¢7* 
agreement of June 16, 1894, {that the common stock was issued fd 

mew and similar intangible assets In the course of ™~ — 
ime, in order to acquire the N. Ward Company and the Dow 

Company, dealers in glue materials, the preferred stock was 

increased to $1,000,000, the most of which was sold to outside 


eee eee Se 
interests formoney. Atall times, after the Company commenced 


————— 


i The details of the transaction were as follows: — 


For which were issued 


Cash Preferred Common 
Selling Company .....,..ae06++ss> $100,000 $100,000 $100,000 
(DenbDodya bean tis csstvicleisyescuneray nteleis 200,000 200,000 200,000 
Peabody Merchandise and Accounts 150,0co 150,000 150,000 
Springdale, Boquet, and Allegheny 
Factories of the Pennsylvania ; 
GlueCompany ware cle acetic ss +0 150,000 150,000 350,000 
Chicago Factory, Hlinois Glue Com- 
WT PABY occ cc scvcciveccccccssecres 50,000 50,000 50,000 
$650,000 $650,000 


Details from signed agreement of June 16, 1894. 


2 The amount of the common was subsequently increased to $800,000. 
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business, the tangible assets were worth well over the outstand- 
ing preferred stoc 

Turning now from the financial affairs of the Company to 
its administration, certain elements in its organization should 
be noted. Although the Vice-President controlled a clear 
majority of the stock, all interests agreed on the expediency 

cing the financial ini ive control in 

of the President. Accordingly, an agreement was signed “ to 
place in the hands of Trustee{>to be named by the President, © 
two thousand, five hundred and forty-four shares of said pre- 
ferred stock upon the trust, that in the election of the Directors 
and Officers of said Company, and upon other matters arising 
at stockholders’ meetings, said_Trustees shall vote thereon as 
requested_b i 1 Together with the preferred 
stock owned and controlled by the President, this gave him the 
‘control of the Company. In accordance with this agreement, 
the President elected four of the Board, the Vice-President three, 
and the eighth was the resident New Jersey director. Various 
changes of minor importance occurred during the next seven 
years of the Company’s history. For our purpose, however, 


we need only note that the original agreement was renewed 
so that although ee eee 
stock than the President, the control of the Company was 
vested in the President and his nominees. He had the direction 
of the Company’s financial affairs and managed them well, so 
that the general credit of the Company improved, the common 
stock, originally issued for intangible assets, assumed a sub- 


(Rants published balance sheet. May 31, 1894. = Bh Na Tie po ee 


Assets 


Real Estate= 2. cemccecteners $282,269 Stock} (Preferreda..-cericeaae $1 ,000,co00 
Preasury- Stock) gelucsscoeaeoe 22,300 Stock,/Commona.-e eee ence 800,000 x 
Cash and Receivables ......... 425,458 Debts temscna enon cs eee 621,108 * 
Material: 838,744 Protitcand Coss" pep eee eee 256,130 
Patents ( 800,000. 
Miscellaneous 308,467 

$2,677,238 $2,677,238 


70 Chron. 684. 


2 Massachusetts Loan and Trust Company of Boston. 
Agreement of June 16, 1894. This trust was to be terminated after five years 
provided certain notes to the amount of $50,000 were paid. 
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stantial value, and the preferred stock approached the status 
of an investment security. 
Part of the success, at least, of the American Glue Company 
was due to the conservative policy of the Directors, as controlled 
by the President. Although the corporation made a 
~ constantly, andthe smaller businesses it had absorbed were _ feres 
o dividends were declared on the common 714 Or” 
stock. This was particularly objectionable to the Vice-President, (ov ae 
who owned or controlled upwards of 7,400 shares of which ap-— 
proximately 4,600 were common stock. The continued reluctance 
on the part of the Board to declare common stock dividends ie 


seemed unnecessary. _He_tried_to_persuadethe-President to-  y- 
relax his conservatism, and even threatened to sue the Company Qree - 
ivi illegally withheld. The matter of dividend policy Oe etie- 


was not the only cause of friction between the President and the 
Vice-President. It was the opinion of the former that his asso- Arvcdi 
ciate did not devote enough time to the business and that he had reer | 
too many outside interests to enable him to give to the American Toots Rise 
[ree 


~Glue Company the undivided loyalty his position in the Com- / ekoy 
pany demanded. The Vice-President was a director in a PAS eS, 
1 competing glue concern, in a thermometer company, and in ene 


_ the business, it was natural that any fai e factories 
_. to attain to a high state of efficiency should be attributed 
by the President to inattention on his part. Furthermore, 
numerous smaller matters were the occasions for continued 
friction, and though not in themselves sufficient to have produced 
an outward break, altogether tended to aggravate ax more 
deep-seated motives for disco 

The trouble, long brewing, as is shown by successive signed 
agreements in which the difficulties were from time to time 
smoothed over, came finally to a head in the spring of 1902. 
The Vice-President of the Company was particularly desirous 


1-Qne of these arose over the fact that the Vice-President was accused of block- 
ing at the last moment, the so-called “ Steinfeld ” deal. This was a consolidation 
of the American Glue Company and various packing house glue companies pro- 
posed by prominent New York attorneys. 
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that the Directors should declare a dividend on the common 
stock. He therefore induced one of the members of the Board 
nominated by the President to vote for an initial dividend. 
He also obtained the presence at the meeting of the resident 
New Jersey member. _This gave him a majority of one, and the 
dividend on the common stock was declared. From the decision 
of this meeting, It was clear that the control of the Company, 
originally vested in the President through the trust agreements, 
was gone. Some new methods must be taken to insureits-een- 
tinuation. Accordingly, Mr. George Wickersham of New York 
was consulted by interests associated with the President. He 
advised the formation of a holding Company, all the stock of 
which should be placed in the hands of voting trustees. This 
plan was adopted, but for its success it must be put in operation 
before the else the man- 
agement and the whole administration of the Company would 
become disorganized. Accordingly, a charter from New Jersey 
was obtained for ‘“ the Glue Corporation.” Its capital stock 
was $6,000,000, — $2,000,000 4% cumulative preferred stock, 
and $4,000,000 common stock. An agreement was drawn up, 
dated September 27, 1902, for the exchan inge of American Glue 
Company’s stock and voting trust certificates for the securities 
of the Glue Corporation on the following basis: _For every 
one share of American Glue Company preferred stock was ta be | 


op 


given one share of new preferred and one share of new Routan: —- 


aR aaa | 
stock. For every two shares of American Glue common stock 
was to be given one share of new preferred and one of new com- 


mon stggk. In other words, the preferred was given a valuati 
just twice that_o : 


AMERICAN GLUE COMPANY Tue GLuE Company 
New Preferred New Common 
Old Preferred ....... $1,304,300 $1,304,300 $1,304,300 
Old Common ....... 790,200 395,100 395,100 
To be Issued for Entire Stock of 
the American Glue Company .. $1,699,400 $1,699,400 
Remainder in Treasury for the 
Extension of the Business ..... 300,600 2,300,600 


Total wee sone cee $2,000,000 $4,000,000 
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‘Those associated with the President-had been able to secure 
eae of the total outstanding 
__ stock of the American Glue Company, and its exchange into 

the Glue Corporation’s securities before the Vice-President of X 
the Company was aware of the intended reorganization. He 
discovered the plan only by accident, learning of it from an old 
schoolmate who had been asked to deposit his stock. This 
was early in November, 1902, and he immediately secured counsel 
and prepared to contest the reorganization. On November 
4, 1902, he applied to the court for authority to obtain access 
to the list of the shareholders, and sent out a circular letter 
stating that the proposed reorganization was merely a covert 
attempt to eliminate his interests from the American Glue 
Company, and to perpetuate the President’s control by means 
of a voting trust. All stockholders were invited to attend an 
informal meeting to consider the subject to be held November 8, 
in Tremont Temple, Boston. 

Meanwhile, the entire subject was discussed in the Boston 
financial papers. It was pointed out in an article in the Boston 
News Bureau, inspired by the Vice-President’s side of the con- 
ea) that the stockholders would not benefit by the ex- 
change, as the new Corporation would be entirely dependent on 
the dividends of the American Glue Company for its revenue. 
This the other faction denied, as it was the intention of the man- 
agement to use the treasury stock to extend further the business. 
It was further contended that the reorganization was illegal 
under the New Jersey laws. This was probably not true, as _ | 
Mr. Wickersham would hardly have proposed the reorganization, 
if it could not have been consummated legally. At all events, 
a good deal of feeling was excited on both sides, and at the stock- 
holders’ meeting each party was accused by the other of unfair 
practices and malicious motives. Practically no stock wa 
withdrawn from the Glue Corporation, so that the new Company 
still held the majority of the stock and, therefore, the actual 


1 Most of the comments in the papers failed to get at the facts in their true 
setting as they were inspired by one side of the controversy only. This observa- 
tion is particularly true regarding the items in the Boston News Bureau. 
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control of the American Glue Company. _This was in spite 
of the large interests of the Vice-President. — 

"Soon after the informal stockholders’ meeting at Tremont 

, Temple, a meeting of the interested parties took place at the 

office of the American Glue Company. Both sides were repre- 

sented. In the course of the negotiations, it was proposed that 

one party should buy out the interests of the other, and thereby 

eliminate the cause of friction. At the time the American Glue 

Company was organized, eight years before, it had been the 

intention of the President to withdraw as soon as the Company 

was well established. _His salary contract was originally drawn 

so that the Company would buy from him, each year, $10,000 

~ par value, of its stock. This had not been enforced, but largely 
“because of advancing years, he now chose to dispose of his hold- 

ing. Accordingly a syndicate was formed which subscribed 

$500,000 and took over the interests of the(P at $120 a 

share for the preferred stock and $60 a share for the common 

stock. These quotations were slightly less than the prevailing 

market values. The same offer was extended to other stock- 
holders of the American Glue Company who had exchanged 

their shares for those of the Glue Corporation, but it was pre- 

viously arranged that some of the Glue Corporation stock should 

not be acquired by the syndicate, for the amount of its sub- 

scriptions did not enable its managers to acquire the entire 

stock deposited under the plan of reorganization. Subsequently, 

all the Glue Corporation stock issued under the agreement of 

exchange was turned back into the shares of the American Glue 

Company, and gradually the holdings of the purchasing syndi- 

ry aed cate were distributed among small investors, till the number of 

© \ stockholders rose from two hundred to seven hundred. 

The majority of the investors in the American Glue Company 
ere residents of Massachusetts. They were for the time 
seriously affected by the fact that the Company was incorporated 
under New Jersey laws, which compelled them to pay a Massa- 


fot ‘a chusetts tax. Especially burdensome did this appe 


a_large part of the Company’s real estate was in Massachu- 


—_— 


go" 


setts, and its stockholders were, therefore, in truth compelled _ 
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__to pay a_donble tax.. Some of these small stockholders and a 


few Massachusetts trustees holding shares of the stock suggested 

that the Company be reincorporated in Massachusetts, for in 

this way they could avoid the double taxation. The plan met 

with very little attention, and was soon abandoned. During 

1905, the plan of a Massachusetts corporation began to receive 
considerable attention especially as the stock had attained, 

in the meantime, an even greater distribution among small /77ace . Cerf 
investors. By January 6, 1906, the plan had been widely diss =~ 
cussed, and it was publicly announced that the proposition 

would be voted upon at the annual stockholders’ meeting of 

January 16. On that date the sentiment was overwhelmingly 

in favor of the plan, and it was voted to give up the New Jersey 

charter, and transfer the assets of the Company to a new Massa- 

chusetts corporation of the same name and with the same capital- 

ization. Papers were filed for the Massachusetts incorporation 
immediately, and the transfer was soon accomplished. 

In this summary history of the American Glue Company, 
two features are of interest — the attempted reorganization in 190 
1902, and the reincorporation in Massachusetts. The attempted 
reorganization in 1902 isof interest as an instance, inour American 
finance, of the disastrous effect of a personal quarrel among the 
officers of a large corporation. Ordinarily competitors of years 
have united their interests in a large consolidation, and have 
conducted its affairs in personal harmony with each other. 
But in the case of the Glue Consolidation differences of policy 
among the administrative officers were sufficient to create an 
intolerable situation, which ultimately threatened to rend the 
organization of the Company in two. In the case of the reor- 
ganization under Massachusetts laws, one is presented with an 

_ instance of merely a legal change of charter. The business of 
the Company was in no wise affected. The whole purpose _ 
was to avoid double taxation among a largé part of the Corpora- 


tion’s stockholders, and the reorganizati 
compliance with certain statutory requirements. 
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THE PROMOTION OF CONSOLIDATIONS THAT HAVE UNDERGONE 
REORGANIZATION 


. Stages in the Formation of an Industrial Consolidation. 
. Time of Consolidation. 

. Character of Promotions. 

. Purposes of Consolidation. 

Prospective Profits on the Basis of Past Earnings. 

. Assets and Capitalization at Time of Promotion. 

. Form of Securities issued at Time of Promotion. 

. Promoter’s Profits. 

. Lasting Influence of the Promotion Period. 
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1. Stages in Formation of an Industrial Consolidation 


THE purpose of the present chapter is to summarize the facts 
and conditions developed in the previous studies that pertain 
to the promotion period of the corporations discussed. The 
immediate object is to ascertain whether or not there were 
elements in the methods or practices of the promotions which 
: contained the conditions of the subsequent failure. The inquiry 
may be put in the form of a question — _were the failures directly 


due to certain characteristics of the promotions f 

Competition was invariably the - immediate cause which led 
the competitors in an industry to enter into any form of codpera- 
tion or negotiation with each other. This codperation appeared 
in four distinct stages,.and many industrial consolidations 
passed through all four.t— 

The simplest and most elementary form of industrial codpera- 
tion was the » gentlemen's agreement. The manufacturers met 
together infrequently or at regular intervals and discussed what 
prices ‘ ought to be.” The meeting usuaily ended with a tacit 
Ge a that all the manufacturers would maintain prices 


“The only consolidation previously discussed which represented all four stages, 
d was that of the cordage industry, p. 112. 
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at these levels, but no written agreements were ordinarily en- 
tered into because of the impossibility of enforcing them, even 
under the common law. Sometimes the price _understandin 


were reinforced by a definite agreement to. curtail ‘production,! ow, 


but such s supplementary arrangements were not necessarily 
involved in any agreement covering the maintenance of price. 
A good outline of the successive forms of gentlemen’s agreements 
is suggested by J. W. Jenks in his outline of the early whiskey 
pooling agreements? or in the outline of the history of the cor- 
dage industry by Clark. With regard to the consolidations dis- 
cussed in the first part of this book, eight Yout of the fourteen 
were preceded by some form of gentlemen’s agreement regarding 
prices. ‘ 


The second stage was a pool. The difference between a gentle-' 


~ me r 


*. men’s agreement and a poo! is that the latter always involved 
a paying in and drawing out clause. Finding that one or more 
of the parties to the first form of gentlemen’s agreement always 
broke the agreement, in spirit if not in letteg,*he manufacturers 
who intended to live up to their compact insisted that some forfeit 
be established so that what could not be enforced in law should 
be maintained from motives of pecuniary expediency. This 
was accomplished by penalizing over-production. The outputs 

of all the manufacturers were agreed upon among themselves 
according to the existing capacities of their factories. The total 
probable sales at remunerative prices were then apportioned 
in accordance with the capacities of the various plants. Each 
manufacturer was permitted to increase his output beyond the 
allotment, but in that case he paid into the pool or common treas- 
ury a certain amount per unit of product,—for example a 


vmmm,.United States Leather Company, supra, p. 16... 
a Ve he a0. 296. 
® Digest, supra. Reprinted in full, Dewing, The National Cordage Company, 
Haryatd University Press. 

/ 4 The United States Leather, the Glucose a Refining, the National Cord- 
age, the National Salt, the American Malting,{the Mt. Vernon-Woodberry, the 
New England Cotton Yarn and the United States Shipbuilding Companies. 

5 Supra, p. 76. 
6 Supra, p. 114. 
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half a cent a pound on binder twine or glucose, — which was 
believed to represent the net profit. The manufacturer whose 
output fell below the allotment drew out the same amount for 
each unit of the difference between his actual sales and his allotted 
sales. Generally there was an auditor who examined the books 
of the members of the pool to prevent deceptions.!_ Such decep- 
tions would, however, occur in spite of the utmost precautions ? 
and the stronger members would insist on a reallotment when 
it became clear that they continuously paid in, so that the indi- 
vidual pool always proved short-lived although a succession of 
pools, under varying agreements, might continue for a long 
period of time.’ 

The third stage was the legal irust. Conditions of law and 


policy v were changed after 1890, so that none of the industrial 


consolidations promoted after that time passed through this 
stage.‘” In effect the t trust rust form of consolidation arose as a safe- 


guard against. t the. deception. ‘and_misrepresentation of the pool 


Faas. 


TOse “as. $ “the means of 


em FEEDS OE 


“= qiaking more anh ‘the looser ‘gentlemen’ s agreement. The 


1 See supra, pp. 114 and 76 (cordage and glucose) for detailed descriptions of 
two pools. 

2 Supra, p. 75. 

3 Presumably the steel industry has seen the largest development of the pools, 
botinin extent and length of operation. See also note supra, p. 115. 
/ vit has been maintained that the disappearance of the legal trust from all states 
except Massachusetts has been due to the fear of the so-called Sherman Act of 1890. 
This is entirely wrong. In 1890, the state of New Jersey spread on its statute 
books the general corporation law of that year, to replace the older Corporation 
Act of 1875. The Act of 1890 permitted one corporation to hold the stock of 
another. Subsequently, in 1890 and 1892, the state courts of New York and Ohio 
handed down decisions involving the forfeiture of the charter of a corporation 
entering into a trust agreement such as then was exemplified by the American 
Sugar and Standard Oil trusts. At this point the legal advisers of the trust officers 
advised them to relinquish the trust form of organization, and incorporate a hold- 
ing company under the New Jersey statute which should take absolute legal title 
to the property or stock of the constituent companies. Such a holding company, 
under the protection of the New Jersey statute, possessed all the advantages and 
none of the possible legal complications of the trust form of organization. The 
Sherman Act of 1890, as interpreted by the United States Supreme Court, did not 
begin to restrict business agreements in the least until the Addystone Pipe decision 
of 1899, nor to seriously affect the organization of consolidated businesses until 
the Standard Oil and American Tobacco decisions of 1911. 
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trustees of the trust were usually important men in the industry 
or else managers of the previous pool. They were usually selected 
for strategic purposes to represent the more important manu- 
facturers and the various sections of the country in which the 
trust operated. _ These trustees held either the legal title to the | 


SSS! SEI 


shares of the corporations merged under th ‘ust agreement, Ae 


of real estate. The s “surrender. ‘of. ‘the. “stock ‘to ‘the trustees, 
~ rather than of the actual property, was the commoner method, 
that the constituent corporations might operate under their 
original charters. In return for the stocks or real estate, they 
‘trustees issued certificates which gave the registered holders 
rights under the original deed of trust but no legal title to the 
property held by the trustees. In this way the entire property ¥ 
acquired could be administered by the trustees as a unit for the — 
ee ee when it seemed wise, 
prices could be raised or depressed at will, and as the trustees 


were the legal ownersyof the constituent companies, there could — 


be no eos co iti o deception and no agressive _ 


policies maintained at the expense of one over another.! : 
The fourth _stage was the corporation, or more properly the. 
~ holding corporation. Owing to legal complications on the one 
hand and the liberality of the New Jersey statutes on the other, 
the old trusts were reorganized as holding corporations, which 
took title to the property previously held by the trustees. All 
consolidations promoted of late years assumed directly the 
corporate form of organization so that the stage of the trust, 
intermediate between the pool and the organized corporation, 
is seldom to be found after 18 neveratter-r892;.except.in 
Massachusetts, where it survives to the present, sanctioned by _ 
“the English common Ia ‘Yaw, and undisturbed by Massachusetts 
statutes. It is With» ae “direct formation of the corporation 
that we are concerned in the general subject of the promotion 
of industrial consolidations. 


1 Supra, p. 116 and note, p. 116. 
Owing to the few consolidations promoted prior to 1890, discussed in preceding 


pages, the trust appears infrequently. 
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“2. Time of Consolidation 


By reference to the table given on page 526 it appears that 
two of the companies discussed in this book were organized in 
1890, one in 1891, one at the end of 1892, one only in the interval 
between 1893 and 1897, two in 1897, five in 1899, one in 1901, and 
one in 1902. There was, apparently, a movement toward con- 
solidation which culminated in 1891, and another which cul- 
minated in 1899. These isolated cases are representative of 
two clearly defined movements toward industrial consolidation. 
The first, which it seems convenient to call the minor cycle, began 
in a small way about 1885, increased in importance and extent 
until 1892, when the signs of financial difficulties stopped further 
activity. With the panic of 1893, the movement ceased alto- 
gether. The second consolidation movement, which may con- 
veniently be designated as the major cycle because of its greater 
magnitude, began in the latter part of 1896 with the first signs 
of returning prosperity, and increased in extent until 1899, when 
impulse to consolidate assumed almost the form of an indus- 
trial revolution. The movement ceased abruptly just before the 
depression of 1903. Four general reasons may be stated to 
explain the concentration of industrial promotions about the 
years 1891 and 1899. Both years marked the crests of waves of 
business expansion. At such times’ G) business men foresaw large _ 
profits as a result of increased demand not held in “check ‘by in- 
__creased competition ; ees. men Sought f for a access. to y larger 
sources of capital than the ie facilities of the local banks permitted; 
a cor ee amounts of capital had been concentrated i in a few hands, 


— like ‘the life ‘insurance companies, — and_ this capital omsanm, 


seeking a a wider field for. Tong time investment; 4) during the 
~~ periods ‘preceding the years in question, confidence “in the - “value. 
~ of railroad securities had been shaken by over extension in rail-_ 
road building and the resulting reorganizations. As a result of 
these and other more special conditions both business enterprise 
and capital were attracted into the new field of industrial combi- 
nation where profits, it seemed, could be obtained by merely stif- 
ling competition and adopting methods of large-scale production. 
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3. Character of Promotions 


All industrial promotions may be divided according to the 
interests behind them into two classes. There have been pro- AEs 
motions conceived, developed and consummated by the manu- 
facturers themselves. The leather, cordage, asphalt and sea 


a eas ghee 
cases were distinctly ei aheTTmE There have also been prc pro 


motions which were brought about by an outside agent, —a@ <..gm- 


__promoter,—or by outside banking interests. The starch, ~*~ hae 


glucose, cotton duck and_ shi building cases were distinctly 
“of this order, ‘Other - things gs being equal, the first type has been 
stronger on the manufacturing side, because the old interests 
have been more likely to maintain their active codperation. 
_The second class has been apt to be stronger on_ the financial 
_side, because certain independent bankers had a direct personal 
interest in the corporation’s continued prosperity. Sometimes 
the two forms of promotion have been mixed, as when a single 
manufacturer turned promoter, soliciting the codperation of 
the other manufacturers and_outside bankers, - ay ~ such were the 
salt, Ut, malting and b iene! ae : 


ne Biased 


, 4. Purposes of Consolidation 


Two purposes lay at the bottom of every consolidation with 

ins? we are here concerned. (The promoters believed that 
hey would be able both to allay the disastrous effects offCompeti- 7 
tions and to bring into existence improved ed and ¢ als 
rhe od; Yof manufacture through production on a large sca le. 
a mee wo reasons were fully understood by all classes of people 
concerned. They were the mystic oracles which led the business 
competitors of years to join in a common undertaking; they 
were the baits which prompted the bankers to give financial 
backing to the extravagant enthusiasm of the promoters; they 
were the motives of personal advantage dangled before the eyes 
of an investing public; and they were the “signs of the time ” 
about which public discussion of the “ trust movement” cen- 


1 For specific details see table given on p. 538. 
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tered. Nor did these two reasons develop only as the consolida- 
tions became more frequent. Congressional debates leading up 


to the passage of the Sherman Act of 1890 are full of expressions 
MeN of both of these ideas. The whole spirit of that Act was a desire 


to preserve to the nation the benefits of industrial competition 
in the belief that the economies of production on a large scale 
would be accomplished through the self-interest of the manufac- 
turer. This was in 1889, fully a decade before the consolidation 
movement reached its height. pe 
‘As the majority of the consolidations came into existence 
after the passage of the Act of 1890, the motive of suppressing 
competition was stated with less explicit emphasis than that of 
attaining the economies of large-scale production. The former 
was usually expressed by drawing attention to the percentage 
of the industry the new consolidation would control, and the 
reader of the prospectus was allowed to infer what would happen 1, y 
to competition in an industry where seventy to ninety per cent 
of the production was under one management. The promoters 
had been familiar, through the experience of the immediate 
past, with the effect of pools and trade agreements upon prices. 
They believed that with centralized control, possible only 
through centralized ownership, all the advantages of pooling 
agreements could be secured, and the disadvantages of personal 
“disloyalty among the-members_of the organization avoided. 
~ This was the reasoning that lay in the back of the minds of those 
who were instrumental in bringing about the consolidations, 
but the degree of emphasis which it was given in appeals made 
to the public depended, to a considerable extent, upon the width 
of market sought for the securities of the new corporation. 
For example, when the United States Leather Company was 
organized, practically all of the stock was taken by the tanners. 
We therefore find very little said about the effect of — 
bination on competition, and nothing wataver upon the ability 
of the new corporation to control pri¢és.1_/ When, on the other 
hand, the United States Shipbuilding Company was promoted, 
the people interested were actively concerned in distributing 


1 Supra, p. 18. 
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its securities to an investing public. The promoters, therefore, 
advertised widely the alleged fact that the new corporation 
would control the most efficient and economical yards on the 
Atlantic and Pacific se The promoters, in the majority 
of cases, found themselves between the Scylla of the demands 
on the part of bankers and investors for a trade stability possible 
only through some degree of monopoly, and the Charybdis of 
~public opposition to all forms of monopoly. For example, the 
banking interests of Drexel, Morgan & €o- refused to take hold 
of the old National Cordage Company until that corporation 
had secured the control of the Plymouth Cordage Company, 
so essential did they consider a high degree of monopoly to the 
permanent investment value of the Company’s securities.2 
On the other hand, the feeling against “ trusts’ as enemies of 
competition was so streng that the large consolidations fre- 
quently found their customers discriminating against their 

roducts*)and their competitors advertising the fact they were 
“not in a trust.” 

The table given on the next page suggests the relatively large 
proportion of each industry controlled by the initial consolida- 
tion discussed in the previous part of the book. The figures at 
most are suggestive only for they are at best approximate. 
This average of 54% for the thirteen consolidations described 
is a fairly accurate index of the degree of monopoly attained by 
the great majority of combinations promoted during the periods 
discussed. Isolated examples may exist in which a combination 
secured the control of more than 90% of the American output of 
its particular product,*/but such examples are in no sense indica- 

Y/Supra, p. 480. 2 Supra, p. 131. 

3 Ahe American Tobacco Company, with its usual adroitness, got around thi 
discrimination by having some of its secretly controlled subsidiaries advertise their 
products as ‘‘ not made by a trust.””’ The Company applied the same device to 
discriminations in favor of the union label. 

Such as the American Chicle Company in the chewing gum, or the American 
Tobacco Company in the cigarette business. But these were marked exceptions. 
The former owed its position largely to the acquisition of the only popular brands 
on the one hand, and the Mexican sources of supply on the other hand. The 


Tobacco Company acquired its advantage from the control over the efficient 
machinery for the manufacture of cigarettes. 
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TABLE SHOWING PERCENTAGE OF CONTROL OF THE UNITED STATES PRODUCTION OF 
THE FOURTEEN PROMOTIONS DESCRIBED. ‘THE PERCENTAGE REFERS, IN EACH 
CASE, TO THE CONTROL AT TIME OF PROMOTION. THE ORDER GIVEN IS THE 

ORDER IN WHICH THE PROMOTIONS HAVE BEEN DISCUSSED IN THE PREVIOUS 


PART OF THIS BOOK. 
Date of % of 
Promotion Control 


TmUnited states; Leather Companyann ene eee 1893 58% 
2. National Starch Manufacturing Company ............ 1890 70 % 
Bee Glucose;Sugam Reining Company ees ie 1897 85 % 
4.a.National Cordage Companysen cere eee eee 1890 40% 
5. Westinghouse Electric and Manufacturing Company .. 1891! 32% 
6. National Salt Company ...... A Pe eee Cae oOy serene oe 1899 17% 
Pm Georg ey Ae huller COMpalyaerrrer iter tate IgOl 40% 
S@Americansbicycle Companyes-e eet eer 1899 65 % 
OQucAmerican) Malting Companys. see eee oe 1897 AL %, 
“ro. New England Cotton Yarn Company .............. CET NERF 
11. Mount Vernon-Woodberry Cotton Duck Company .... 1899 73% 
L2seAsphalti@ompany:of Americas aes sete tees 1899 80 % 
13. United States Shipbuilding Company ................ 1902 35 % 
TA weAmerican Glue Companyan neni ener 1894 48 % 
AV ELA SCARE: ate cee Eee Soe Cire Ce Re ae eee 54% 


tive of the control secured by the great majority of the industrial 
consolidations. At the time the companies were incorporated 
their promoters enormously exaggerated the percentage of the 
market their consolidations would control, and the public, — es- 
pecially the oratorical legislators, — exaggerated still further 
the estimate of the promoters. So that the uncritical ee 
has easily acquired the habit of regarding all the “ trusts ed 
possessing a practical monopoly of their respective ee 
From other evidence, too extensive to present in this connec- 
tion, the present writer believes that the number of combinations 
which controlled less than 50% of the American production 
far exceeded in number those that controlled more than 50%. 
Little information concerning the subsequent control of their ; 
markets by the various companies discussed can be gathered | 
from these figures. The National Salt Company started with, 
the smallest proportionate control, but in less than a year had 


1 It is obvious that the formation of the Westinghouse Company is not to be 
called an industrial promotion. In 189t, however, the Company changed from a 
local enterprise to one in which New York and Boston bankers were interested. 
In a sense the Company came into national importance in that year. 
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secured direct control over the market for nearly all manufac- 

tured salt produced west of the Rocky Mountains. The two 
corporations showing the largest percentage of control, — the 
Glucose Sugar Refining Company and the Asphalt Company of 
America ,— were both stifled by new competition within two years 
of their formation. Furthermore there appears to be no corre- 
spondence between proportionate control of the market and sub- 
sequent financial succegs,' for those corporations with relatively 
high percentages of control of their markets met with reverses 
no less quickly than those possessing merely a moderate position 
in their industries. 

To escape the dilemma of either arousing popular indignation 
by emphasis on the large proportion of the industry the new 
consolidation would control, and of failing to meet the demand 
of bankers and investors for a trade stability possible only through 
a relatively large control over production, the promoters usually 
threw the stress of their persuasion on the second fundamental 
purpose of consolidation, — economies of large-scale production. 
OF they were on secure ground. ‘The bankers and investors 


“An interesting case of the relative hold on its markets by a large combination, 
meeting with exceptionally fortunate financial success, is suggested by the United 
States Steel Corporation. Although this illustration is not pertinent to the present 
inquiry it is of interest in connection with studies of relative control at the time of 
promotion. ‘The figures have been computed from data gathered by certain trade 
sources, believed to be reliable, and checked by other data secured by the present 
writer. The ten chief semi-finished and finished products manufactured by the 
Corporation have each been estimated separately for each year and the average 
computed after giving treble weight to the pig iron and double weight to the heavier 
semi-finished products. Thus, the percentage of control, at the time of promotion 
in 1901, was computed as follows: 


Steel Ingots, Structural Plates and 
Producti ractte Pig Iron Castings Steel Rail Steel Sheets 
Chine dts ea 67.3 59.8 64.1 64.6 
Eesepite 4 Misc. Finished 
Miscellaneous Wire Tin Plates Rolled Iron 
Procuctaerr. ccike Rods Rolled Steel Nail (Terne Plates) and Steel 
Percentage ..... 77.9 29. 65.8 78.3 50.1 


timate for Total Production 56.7. ; me : 
tem same methods, the relative position of the United States Steel Corporation in the iron 


and steel industry, — not including ore or coke control, — for each year was probably about as fol- 
lows: 

IQO1 1902 1903 1904 1905 1906 1907 

56.7 57-1 56.6 54.8 54.0 54-3 54.4 

1908 1999 1910 IQII 1912 1913 

52.0 52.5 51.3 50.1 48.9 47.2 (approx.) 


Aas 
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had only favor for improved methods of production as their 
application would surely result in greater trade stability and 
increased earning power. The public, too, felt that any improve- 
ment in technical or business efficiency must ultimately benefit 
them through decreased cost of manufacture. At first there 
‘was doubt on the part of the bankers that the more diffuse 
ownership would promote real efficiency. This doubt finds 
expression in the first public offering of the National Cordage 
Company’s Stock, in which the listing Committee of the New 
York Stock Exchange was reported to have said that the device 
of owner superintendents bidding against each other was “a 
pretty sound scheme of consolidation.” ! This was as early as 
1891. By 1897, fears of reduced efficiency were less frequent. 
The promoters of the American Malting Company caused to 
be written in the records of the Board of Directors that the 
“net earnings of these properties would be at least $2,000,000 
annually without raising the price to the consumer.” In their 
statement to the Commercial and Financial Chronicle, the 
competitive earnings were given as $2,300,000 and the increase 
of $1,000,000 over the earnings of the competitive malt houses 
was to be effected ‘‘ by reason of the reduction in the cost of 
_ daministration etc” ©” The "ae ae aOR to 
the minds of investors among whom the periodical circulated 
the fringe of associations connected with “ trust economies,” 
then a prominent feature of public discussion. Not a single 
industrial promotion of the period omitted to make use of th 
doctrine of the economies of large-scale production to the ee 
until finally, in the unfortunate promotion of the Shipbuilding 
Company at the very end of the period, shipbuilding authorities 
wrote letters stating that the economies resulting from central- 
ized organization and administration would increase the value 
of the yards, worth not over $10,000,000 to $45,000,000.! 
1 XTII R. J.C. 127. Whole testimony reproduced in Dewing, The National 
Cordage Company, Harvard University Press. 
2 Supra, p. 273. 
This confidence in the economies of large-scale production, characteristic 
ofall promoters of the time, is clearly discernible in the testimony of Charles R. 


Flint before the Industrial Commission. XIII R. 7. C. 33. 
4 Supra, p. 479. 
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At the time the movement ‘toward industrial consolidation 
was discussed, contemporary students laid emphasis upon 
and expended no Hite a priort reasoning in describing the 
economies in ssible through the methods 
of business contemplated by a centralized ownership of many be 
manufacturing plants. _.Clever students of economics went so 
far as to arrange tables showing the external and the internal of, 


in purch in_ traveling salesmer salesmen, in executive officers, inv. 
: freight rates and in ae agencies ; among the internal econo} 


ae work, the e better facilities co placing the right) 
man in the right ies the wider opportunity for development 
work and the more intelligent organization of the purchasing}*¥ 


ei 


failed to take into Asoo the fact that ene: Sreaticatio E 
demands greater skill of management, and skill of eae 


sok 


Property could be better preserved and divided 1 in case of death, tr pects oe 


investors. These purposes were always incidental to the two bh. ¢ 
already defined. ee —_— 


Bee peclive Profits determined on the Basis of Past Earnings wen" a ’ 


The buoyant optimism of the successful promoter is well 
known and sometimes notorious. Yet the majority. of of men 
__who were important 11 in. he ee industrial consolidations, 

ror the lat were. impale by” 

Aside from their belief in the new 
ee of industrial efficiency to come throvgh coéperation rather 
than competition, they were fortified by confidence that the 
previous earning of the companies entering the consolidation 
represented a minimum below which the earnings of the con- 


1 Supra, p. 18. 
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solidated company could not fall. The following table indicates 
~the aggregate earnings of the various plants, — so far as can be 
ascertained, — which went to form some of the consolidations 
described in the first part of the book. In some cases, — as 
with the plants of the American Malting Company and the New 
England Cotton Yarn Company, — the statement of earnings 
is based on a reliable audit of the books of the constituent plants 
just prior to the consolidation. ee cases, the statements 
are largely matters of computation! / 
TaBLE SHOWING AGGREGATE EARNINGS OF VARIOUS PLANTS, PRIOR TO For- 


MATION OF CONSOLIDATIONS AND THE FIXED CHARGES OF THE CONSOLIDA- 
TION MADE OF THE PLANTS. 


Annual Estimate 
Earnings ; : made | Annual 
Of Plants / of the Fixed 
just Evidence upon which Probable | Charges 
Prior to | Statement of Earnings is made | Earnings| estab- 
Goncoli after | lished by 
dation Consoli- |Promoters ~ 
dation Peat 
- 
A A 
United States Leather Com-|$4,800,000| Statement at Time of Issuing s8h 3 $360,000 * f 
pany Bonds \ 
National Salt Company 450,000] Estimate by Promoters | $600,000] _... ’ 
United States Realty and Con-|3,800,000+] N. Y. S. Ex. Listing Application nck sett if 
struction Company Estimates 
American Bicycle Company 4,9¢0,000++| Average of Four Preceding Years bila # 482,500 
American Malting Company 1,300,000] Audit of E. L. Suffern 2,300,000)| 1 aise 
New England Cotton Yarn] 1,106,197] Audit of Deloitte, Dever, Griffiths 1,600,000] 285,000 
Company and Company 
Mount Vernon-Woodberry Cot-| 1,100,000} Based on $593,703 for Preceding atta 350,000 
ton Duck Company Six Months 
International Cotton Mills 700,000] Estimate Based on Averages for I,500,000 
Corporation Periods of Years, Printed in 
Syndicate Prospectus. Most 
of them Audits 
Asphalt Company of America 570,000] Author’s Computation of Earn-| .... 1,500,000 
ings of Subsidiaries during 18982 
United St Shipbuilding] 1,942,522| Computation of Independent] 2,225,000] 800,000 
Compan Auditors 


( } With but few exceptions, the statements of earnings have been based on 
computations which rest on sources not absolutely reliable. I have, therefore, 
placed beside the statement of earnings, the method by which it is reached. 

? The year 1898 was very much demoralized owing to the stubbornness of com- 
petitors over contracts. Estimates were based on the amount of pavement being 
laid, the normal profit on raw asphalt, and the normal profit on paving contracts. 
The Asphalt Company of America could regard its subsidiaries as having a “normal” 
earning capacity of about $1,800,000. ‘‘ Normal ” earning capacity, however, 

er returned. 

* Not including the Bethlehem Steel Company’s earnings. 

vé 
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It was not until long after the industrial consolidations were 
formed, that it became generally recognized that the “‘ previous 
earnings ” gave no reliable data for estimating the future earn- 
ings.!. But at the time of promotion, the promoters who adver- 
tized widely the past earnings of their plants did so with the 
implicit faith that the consolidated company could make at 
least as much profit as the various plants in competition with 
one another. And had they not advertized the previous earnings, 
the careful investor would have inquired for them, so confident 
was the public that the centralized control was at least as effi- 


cient as competitive and unorganized ownership.” 
SS ee ee = 


6. Assets and Capitalization at Time of Promotion 


No judgment of the subsequent success or failure of an indus- 
trial consolidation can be formed from the correspondence or 
disproportion between the tangible assets acquired by the 
corporation and its issued capitalization. ~ Conspicuous” cases 


of failure exist where the/assets exceed the capitalization 


Still it may be instructive to com- 
pare the two sets of figures. The form of capitalization, bonds 
or stock, is much more important than the amount, in furnishing 
evidence to explain the causes of failure. 

On the average,...so. it..appears,..40% of the par value of the 
“total ‘issued securities represented actual tangible property. 


. Omitting the Westinghouse Electric and Manufacturing Com- 


pany and the American Glue Company, corporations in no 
sense industrial consolidations, the percentage of tangible prop- 
erty is 37%. Considering those consolidations which issued 
bonds, the percentage of tangible property is less than 1% 
greater than those which issued all stock. It appears, then, 
from these few cases, that there is no substantial truth in the 
assertion frequently made that those consolidations which issued 
bonds were more conservatively capitalized_ than those which 


issued no bonds. Of the three consolidations. ‘which show the 


1 A valuable recent article entitled “The Abuse of Audits in Selling Securities ”’ 
was published in the Journal of Accountancy for October, 1912. 
2 For the earnings of these same companies after consolidation, see page 547. 
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lowest ratio of assets to capitalization, the United States Ship- 
building Company, the Glucose Sugar Refining Company and 
the Asphalt Company of America, one had no bonds and of the 
other two, one had half its capitalization in bonds and the other 
_over a third. It is interesting further to note that no intimation 
can be gained concerning the subsequent success or failure of 
the corporation, from the proportion between assets and capital- 
ization. The Glucose Sugar Refining Company, with the lowest 
relative proportion of property, never failed in the legal sense, 
maintained the dividend on its preferred stock, and its security _ 
holders received a bonus of new securities in the reorganization. 
At the reorganization of the New England Cotton Yarn Com- 
pany, — the corporation having the highest proportion of fixed 
assets next to the American Glue Company, — the common 
stock was extinguished and the preferred stock heavily assessed. 
It does appear, however, that there is a rough approximation 
between the volume of securities issued in excess of the value 
_of property and the comparative control of the market. _Thus 
areas corporations having the largest percen control 
ir—respective—industries~-have_the smallest-proportion -o 
ee eth ctiotkl canes The correspondence cannot be + 
pressed too far, ‘but would indicate a basis of truth in the asser- — 
tion that prospective monopoly profits were capitalized. 


Percentage Excess 
of Securities 


Percentage Over Assets 
of Control (data from 
Arranged in Order of Control of Industry (table, p. 526) table, p. 532) 
Glucose Sugar Refining Company............... 85 % 80 Gen 
AsphaltiCompanysot America stele cr olcisiclaietelere > 80% 8% — 
Mount Vernon-Woodberry Cotton Duck Company 73% OG as 
National Starch Manufacturing Company ....... 70 % 70% — 
New England Cotton Yarn Company .......... 68 % 42% — 
(American Bicycle'Company |: 1.0). Jeni. see es voles 65 % OreZe = 
United States Leather Company................ 58 % 54 % 
American Glue COMPanys ori cms secs oe «ais os 48 % 35 % 
American Malting Company ................+5 41% 73% 
George A. Fuller Company .............-.0.005 40 % 45 % 
National: CordageiCompanyaat ~tciewi dans cians 40 % 73% 
United States Shipbuilding Company ........... 35 % 80 % 
Westinghouse Electric and Manufacturing Com- 
PRD Beads ab op iene Phinals 96 socom ns 32% ° 


NATIONAL OA TMCOIUPAUVeM raat Gnd. dues» 17 % 67 % 
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ge Form of Securities issued at Time of Promotion 


Much more important than the amount of eopiEAleations is 
the form it takes. A company might issue stock to the par 
value of many million dollars, and though the dividends were 
meagre, the corporation itself might be in excellent. financial 
condition. If_one- the amount were in bonds bearing 
fixed | interest charges, a_slight fluctuation in: business, might 
create_a serious crisis. F luctuations, are, of course;. relatively 
more pronounced among industrial enterprises during the, first 
years of their life than. with railroads and public service com- 
panies. This difference shows itself in the usual form of the 
capitalizations. Bonds are less common among industrial 
whereas practically every railroad compan e United States 
and every public service company except a few Massachusetts 
gas companies.are loaded liberally with funded debt... The first 
part of this statement, was. truer ten or twenty years ago than it 
is now, for as industrial corporations become stronger they find 
‘it expedient _to issue bonds at inter 
: marketed. Of the four earlier 
nana promotions with which we. were concerned,_none 
issued any bonds whatever except the National Starch, Manu- 
facturing ‘Company. In the period before 1893, bonds were 
issued, if arall, at times of reorganization in order to fund floating 
obligation’ Of the ten promotio s_ discussed belonging to 


"ios , five issued bonds. This was a dispropor- 
Sensis ree pune <e compared with the eonditions among 


cial failure. 


Grhe present writer does not believe this to be as clearly true as is usually 
presumed; especially if considerable periods of time are taken account of. 

2 The Delaware, Lackawanna and Western Railroad is not an Ae ae to this 
tule, as many of its leased subsidiaries are heavily bonded. 
Oo Like the bonds of the United States Rope and Twine Company, issued at time 
of reorganization of the National Cordage Company in 1894. Supra, p. 146. 
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____The preferred_stocks_issued during the earlier_period_had, 
in general, somewhat higher rates of dividends than those of the 
Tater period. Of the five cases of the earlier period, all issued 
preferred stocks. As one, the National Starch Manufacturing 
Company, had two issues of preferred stock there were in all 

six issues. One bore cumulative dividends of 7%, four 8%, and 

the other 12%. Of the ten promotions of the second period, 
seven issued preferred stock, and of these all save one bore 7% 


dividends and the exception 6%. _ In __In brief, the tendency of the 
earlier period was toward high dividend payin g brelemes stocks 


ein se lower rate of preferred stock dividend and i tea issue 
of bonds. 


~ The table on the Perine page gives in brief form the bonded 
debt and preferred stock issues of the various promotions dis- 
cussed. The interest charges and preferred stock dividend 
charges are valuable for claps 


8. Promoters’ Profits 


_ The term promoters’ profits is very loosely used. To some 
people, usually those ignorant of financial matters, it has come 


to mean the difference between the par value of the securities 
issued and the { the property acquire Such 


a view is so far from the Si that ut it would call for no comment 
were it not apparently the idea in the minds of men who see 
to make it the_basis of restrictive legislation. It presumes that 
man may acquire the plants in an industry for the par value 
of securities on the basis of the actual worth of the plants and 
then issue securities to himself in an amount far in excess. 
Such a simplicity on the part of the original owners of the plants 
has never, to the knowledge of the present writer at least, 
been encountered among American manufacturers. Sometimes, 
with possibly more reason, the term promoters’ profits has 
meant the total par value of securities taken, as _their_personal 
compensation, by the men who were instrumental in forming 
the consolidation. But if this meaning is accepted, one must 
remember that the par value and the actual value of the 


PROMOTIONS AND REORGANIZATIONS 


536 


—_ eee 


%gor Yor | coofoos‘z 090'007'T %Q9 | C00fo000‘o% o00‘o0f'T %S | oooteoa’gz | zoOr | ts sts s**** AuedwOD Surpymadigs saqeqsg poyay) 
000'0S 9‘ 900'0So'T %9 o90‘00S‘ Lz ao eo yas zoOI |-** Auedmoyd uorjonijsuod pur Aj[Bey SozeIS pozUy 
o00‘00S‘T suri se eee o00‘00$ ‘Tt %S Ooo'Coo'of | OOgT [rte e ttt sess ress: BAM jo Auedmoy zyeYydsy 

% ort VAC Ss oo0‘oS9 o00‘o0f %S 000'000'9 9000S %S 000'o00' i O6gi |°***-Auedwioy yong 0z0D AlIaqpooM-woUIIA “VT 

Wee Wvixr | ooo'Sfo oosose ML 000000‘ S 00'S gz %S | coofool’s GOg Ea ee soseeess Kuvdwmod) ulex uwo4j0D purjsuq Mon 

VAL %W%vor ALS Be frg‘oSg VA 006‘ F6z'6 ooS‘zgPh %S c00'oS 96 (ayo ea RATE CI srrresesess Koedwmog spAog uRoneMYy 
000'g91 000'gg1 %L | coofcor'z : oats aanete 66gr |rsste seers Packs ovgode - Kuedwo9 yes jeuoneN 
1SZ‘616 ISL‘616 %L oof Of1' er pisic'® nes A LOG Tay eciouw seas sseese* Kuvduioy surugey resng ssoon[H 
000'S4g 00! Sg %L | coofoos'zr eras Anat sees || Loge [ereec eee eeeee eee e eens Auedwog Sune, ursewy 

ML %o Hys‘zre's $gS‘zgo'r OA oof zgz‘zg o00'ogf %9 ocoo‘ooo'g || £OgI j°-*'- stresses esses Kueduoy JayzyeayT sa7zeG pezuy 
os6'bsz os O'rsz Mh os 1'zPo'e “ARG get aE a ‘| 16gr | Auedwo) Furmnjoeuep, pue I11799;q ssnoyZurzso/y 

WLS Wor BgF6z9 gg1‘66e oe See ozz‘otzg %9 ooo LEg'Sg | COI |*-******** AURdWOD ZulNzoLJNUe YdIVIS [RUOTIENT 
oo0‘oorg ooooor$ %Q | ooofooo's $ vase S78 WER OGgT Jose os sooo ee ceciseeees= KuBduloD sZepi0sd yeudrzeNy 

Sora ect | Brera, jane ea er iP eo ke 
stag. | quaos0q spuog smrodUy) 4903S poilejpIg spuog j 
| 
—— 


THE PROMOTION OF CONSOLIDATIONS 537 


securities were entirely different, and that this compensation 
quite generally took the form of common stock, the actual 
market value of which was very much less than the presumptive 
par value. 

The term is best used to indicate the compensation received 
by one or more individuals for the service of putting together 
the combination of plants. Infrequently this service is paid for 
by itself; quite generally, one might say almost universally, 
the promoter is expected to assume some risk, particularly 
that involved in procuring the necessary ready money. The 
functions of securing the options on the plants and formulating 
the financial plan, — the true services of promotion, — are so 
generally united with that of banker, that it is difficult to find 
a case in these studies where the so-called promoters’ profits 
were for promotion service alone. The nearest approach to 
such simple form was in the promotion of the United States 
Shipbuilding Company in which a single “promoter” secured 
Options on the manufacturing plants. In the case of the 
Glucose Sugar Refining Company promotion, one man re- 
ceived $500,000 in common stock for his services as “ arranger” 
of the combination. He was to receive, in addition, $500,000 
for obtaining the necessary money. As he was unable to accom- 
plish this part of his work, a syndicate took over the bankers’ 
function and received a bonus in common stock for its services.' 
In such simple promotions as the National Starch Manufacturing 
Company? and the United Starch Company,’ the promoter 
assumed the risk of obtaining the necessary money or bank 
loans quite as much as that of obtaining the options. In addi- 
tion to payment for the service of procuring both the options 
and the money, the promoters’ profits usually included, too, 
the lawyers’ fees and incorporation expenses, and smaller ex- 
penses incidental to launching the enterprise, — although 
these were frequently arranged for separately as in the promotion 
of the Glucose Sugar Refining Company. Without going into 
detail, and with allowance for reasonable overlapping of functions, 

1 Supra, p. 80. 2 Supra, p. 54. 

3 Supra, p. 61. . 
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the division of both service and profits, for promoter and banker, 
in the promotions discussed in the earlier part of this book may 
be given as in the table on the preceding page. 
- Ina theoretic case direct promoters’ profits may be looked upon 
as the volume of money or securities left in the hands of the pro- 
moters of the enterprise after the plants have been paid for and 
the money necessary to start the company obtained. When it 
is possible to determine the money or securities paid for the plants 
and the securities allowed the bankers and public for obtaining 
the requisite money, it is merely a problem of subtraction 
to ascertain the securities remaining in the hands of the pro- 
moters; in but few cases is it possible, or worth the great 
effort, to obtain these figures exactly, so that the promoters’ 
profits in these instances can be expressed only in approximate, _ 
amounts. | L 
ne nGirect promoters profits, mare through the sale of plants 
at excessive prices, are even more difficult to estimate than the 
direct promoters’ profits. In one instance only, that of the 
Asphalt Company of America, was an attempt made to estimate 
these profits. In that case the eight men in direct control of 
the promotion received $5,500,000 in bonds in excess of the 
value of their properties, —in addition to a direct promotion 
profit, going directly to three of the eight, of $3,000,000. In 
addition the interest, which it was desired to eliminate from 
the field, received $4,500,000 in excess of a reasonable value; 
so that the indirect promoters’ profits amounted to $10,000,000, 
or one-third the total bonds issued in acquisition of the vari- 
ous constituent properties. Large indirect promoters’ prof- 
its were obtained also at the time of the promotion of the 
Glucose Sugar Refining Company and the American Malting 
Company. 
travagant te of a promotion_is usually connected 
with the indirect rather than the direct profits. These indirect 
profits go to the manufacturers and frequently to the public 
stockholders of the corporations absorbed.” In the purchase 


1 This detail was entered into in the case of the National Starch Manufacturing 


Company, p. 53- 
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of the plants that constituted the American Malting Company, 
a maltster who sold his plant reported that the money, — not 
securities, — he received was exactly twice the reasonable value 
of his malt house, and that the prices in money received by the 
other maltsters bore an equal or greater proportion to the true 
value of their property. In the promotion of the New England 
Cotton Yarn Company, the consolidation having the largest 
proportion of assets to securities among all those considered,! 
the indirect promotion profits paid to the owners of the con- 
stituent properties, — in this case the public stockholders of the 
mills, — can be accurately estimated as at least $2,000,000, in 
money.? This was in one of the most conservative of promotions. 
The difference between the real value of their property and 
the price the original owners received represented a permanent 
handicap fixed upon the consolidation at the very start. And 
what was true to a small degree in the New England Cotton 
Yarn Company, where the indirect profits passed to the public, 
was true to a much greater degree where the promoters and the 
manufacturers were the same, where sellers and buyers were 
one. In every promotion the excessive prices paid to the owners 
= his plants plscedva bade pat company from which 
 jurcsmavearicitei by Galle ote a 

The distribution of securities in what one might call a typical 
promotion is suggestive. In a previous table it was shown that, 
of all the promotions described in this book, including corpora- 
tions with and without bonds, the total tangible assets averaged 


1 See table on p. 532. The proportion of net assets to securities was exceeded 
by the Westinghouse Company in 1891, — but this was not a consolidation, — 
and the American Glucose Company, — which did not fail. 

_ * The market value of the stocks of the mills acquired by the New England 
Cotton Yarn Company the year before was $5,600,000, their book value was 
$6,700,000 without allowing for the antiquated character of the plants. The 
stockholders received $8,300,000 in money for their shares. So rapacious were some 
of the public stockholders, that long letters and editorials appeared at the time 
in the local peucts, asserting that the prices offered by the bankers for the mill 
shares were ‘ “unjust ” to the small stockholders. From various sources of infor- 
mation it seems apparent that the small stockholders, — those who held five 
shares or less, were most exorbitant in stating the supposititious value of their 
shares. It was this class which would see most clearly the iniquity of “ ee 
watering.” 
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40% of the total issued securities. The remaining 60%, 
representing usually the overlying stocks, was distributed 
among five separable interests, although in the majority of 
cases one or more were merged. ‘These five interests were (1) the 
promoter who secured the options, (2) the banker who stood 
god-father for the enterprise or underwrote its securities, (3) the 
manufacturers who received a price for their plants in excess of 
their value, (4) the public who received a bonus of common stock 
for purchasing the securities of the enterprise, (5) the attorneys 
and others who did the work of incorporating the consolida- 
tiof) Looking at the matter still in terms of a typical pro- 
motion, it would appear that of the 60% in securities above the 
value of the property, 10% went to the promoter for his service, 
10% to the banker for his services, 20% to the manufacturers 
as a gift in excess of the value paid for their plants, 15% to 
the public as “ bait” to induce the purchase of the securities 
and 5% for the direct labor incident to incorporation. Such 
figures represent the roughest approximation. They are sus- 
ceptible to infinite variations according to the proportions of 
bonds and stocks, to the period of promotion, to the kind of 
industry, to the prevailing sentiment of the public. As rough 
approximations; however, they are believed to be fair statements 
of average conditions. Taken as such they would indicate 
that in a typical promotion of an industrial consolidation, with 
issued securities amounting to $10,000,000, the following allot- 
ments would occur: 


ypical illustrations of the various shares in the excess of capitalization over 
assets may be drawn from the ‘previous historical sketches. (1) The promoter’s 
share was represented by the $500,000 of common stock that went to the promoter 
of the Glucose Sugar Refining Company. (2) Bankers’ commission was represented 
by the $600,000 in common stock that went to the bankers who bought at par 
$6,000,000 of debenture bonds of the United States Leather Company. (3) Indirect 
promoters’ profit of the manufacturer was represented by the $10,000,000 in bonds, 
which the nine promoter-vendors of the Asphalt Company of America received in 
excess of the value of their properties. (4) Bonus to the subscribing public was repre- 
sented by the $4,500,000 of common stock which the public received for subscribing 
for $9,000,000 of the preferred stock of the American Malting Company at par. 
(5) Expense of incorporation was represented by the $350,000 of common stock 
which was to go to the attorneys at the time of the United States Shipbuilding 
Company’s promotion. 
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=a Actualavalue.ofplantseaseerae een: ROE ee eat eee $4,000,000 
ee excess price paid for plants « «94.6. acuar eeees e 2,000,000 
Compensation to promoter sens tee etree 1,000,000 
Compensation'to bankerseeceaee- aril: oe ieereter te ret cr 1,000,000 
Bonus of securities issued to public........ pike aR ata te clare dats 1,500,000 
Organizationiexpenses= eee ce er ee eit eee ir 500,000 


ee 
9. Lasting Influence of the Promotion Period 

It is unfortunate that the amount and form of the securities 
issued at the time of promotion should have so deep and lasting 
an influence on the future success of the corporation. This 
influence is out of proportion to the consequence attributed 
to the form of capitalization by the promoters themselves. 
That form is largely determined by accident. At most, a 
trivial whim led the promoters of the United States Shipbuilding 
Company to shift from all stock in the first unsuccessful plan 
to bonds and stock in the Trust Company of the Republic plan. 
Yet this slight change, neither essential nor relevant to the rest 
of the promotion, was the one feature which precipitated the 
reorganization. Had the promoters clung to the all stock 
distribution of capitalization, they could have made all the other 
blunders which attended that unfortunate undertaking, while 
yet the United States Shipbuilding Company would, in all 
probability have endured until today. Perhaps there is no epoch 
in the history of an enterprise which needs wise judgment and 
foresight more than the period of promotion. It is essentially 
a period of ‘pure management.” It requires a wisdom that 
cannot be entirely a matter of experience, for at the inception 
no two enterprises are alike in either general outlines or specific 
details. Yet as in the illustration given above transitory or at 
most insignificant motives determine the central features of a plan 
of. promotion. Custom, at one particular time, favors bonds 
rather than preferred stock, the cumulative rather than the non- 
- 1 Such generalizations as are represented by these hypothetical figures are 


based on the roughest and most “ composite ” presumptions. The proportions 
vary greatly according to the character of securities issued and distributed. 
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cumulative dividend rate; or the investment market at the 
moment favors one form of security more than another. The 
narrowness of vision of the ordinary promoter is all the more 
startling when one remembers that he must aim to determine 
events through a long period of time. He projects present 
expedients into the future, as do the framers of a constitution 

or the organizers of a new society. The corporation is his creature. 

As he plans, so will it develop, so also will it succeed or fail. _ 
These things the promoter seldom consciously faces, he merely _ 
follows the momentary paths of least resistance. The banker 
requires money for his services, — the promoter decides to issue 
bonds rather than stock because the bond market is then excep- 
tionally good. The new enterprise will appeal to Massachusetts 
investors, — he then incorporates the enterprise in Massachusetts 
and issues stock alone, because stock is there a non-taxable 
security. These and other similar temporary considerations 
are frequently the motives that determine the permanently 
important features of a financial plan. 

Width of vision measures the quality of business genius. The 
reason why the Standard Oil Company has been preéminently 
successful is not because the corporation enjoyed a monopoly _ 

~ of the Pennsylyania oil fields, nor because it transported _its 
__ products under favorable contracts, nor even because its com- 
petitors lacked adequate business ability, but because the 
~— Directors always built for the future, never for the present alone. 
Fully half the annual earnings were reinvested in new, and 
~ largely. experimental, equipment. The men saw every move 
—in terms of a wider perspective than their competitors. It was a 
question of Gimaginationy and it is such imagination which the 
usual promoter lacks. He possesses a full complement of what 
is commonly called optimism, but this optimism is of a diffuse, 
decentralized character, existing more as an emotional attitude 
of mind than a rational analysis. At all events, he does not 
project his belief in the inherent success of the enterprise beyond 
an immediate present, the limits of which are confined to the 
establishment of the business. Sometimes, especially if the pro- 
moter anticipates a permanent connection with the new company, 
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his field of vision extends a little beyond the first year of the ( 
company’s history; but almost without exception it fails to 
include a sufficient extent of the future to enable him to grasp 
the corporation as a permanent creature. He does not take 
into consideration financial organization, trade policy, domestic 
and foreign markets, relations with customers, bankers, employees 
and the interplay of all these. Yet he is building the foundations 
for all these elements of the business, and the stability of these 
foundations is to be tested under circumstances and during 
stretches of time that lie beyond his horizon. 

Fortunately for our business enterprise, the main features 
of financial plans have been wrought out through a process of 
trial and error and do not arise, in separate cases, through the 
whim and caprice of individual business organizers. During 
the first epoch of industrial promotions,from_1888 to 1893, 

- many different fea ere tried. Dividend rates on pre- 
~ ferred stocks had a wide flexibility from the 12% of the Starch 
Manufacturing Company down to the absence of definite rate 
in the Diamond Match Company. During the later period 
of industrial consolidation from 1897 to 1902, precedent had 
more largely determined the form of a financial plan. It came 
to be recognized that there should be no bonds and that the pre- 
ferred stock should not carry over 7% dividends. If the pro- 
‘moter held closely to this custom, no originality was required 
Lof we He was required only to pass judgment on the general 
soundness of the enterprise. The details of promotion became 
matters of rule of thumb. When the promoter varied the rule, 
as in the case of income bonds with the Mount_Vernon-Wood- 
berry Company, or mortgage bonds with the New England 
(de established custom in promotions is illustrated admirably in the public 
service enterprises, the shares of which are now being placed on the market. At 
the present time, if an electric lighting consolidation is to be promoted, no originality 
is required in the main features of the plan. Bonds bearing the almost invariable 
rate of 5 % are issued for approximately 85 % of the tangible value of the combined 
properties. Preferred stocks are then placed on the property to such amounts 
as will enable the promoters to market them to bankers for about $05 a share: 
These bear 7 % interest if the enterprise is west of the Mississippi or south of Mary- 


land, and 6 % if in the northeast. Common stock is then issued to an amount 
that will give to it an initial market of about $20 a share, without undue support. 
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Cotton Yarn Company, in industries where experience had 
proved bonds inexpedient, he placed upon the undertaking a 
handicap which, in these two cases at least, precipitated failure. 
Excessively capitalized and unwieldy as were the majority 
of the industrial consolidations, they had the saving virtue of 
being capitalized in such manner that failure through lapse of 
payments on bonds was impossible. This reluctance to burden 
the corporation with bonds seems to have been due in the first 
place largely to the insight of a few influential men who were 
suspicious of human nature, and of the new gospel of business 
consolidation. Although profoundly under the spell of the 
industrial revolution which would substitute large-scale pro- 
duction for personal supervision, and community of interests 
for competition, they continued to believe that a manufacturing 
business was at best precarious and that no human intelligence 
could forecast the future with such clearness as to determine 
the charges a business could easily bear. This implied confession 
of ignorance showed profound business insight. 
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CHAPTER XXI 


THE CONDITIONS AND CAUSES LEADING TO REORGANIZATION 


1. Early Financial Management. 

‘2. Capital Charges prior to Reorganization. 

3. Fundamental Causes for the Failure of Industrial Combinations. 
4. Motives Leading to Reorganization. 

5. Forms of Business Failure. 


1. Early Financial Management 


THE link between the promotion of the corporation and 
its subsequent failure and reorganization lies in the early manage- 
ment. It was pointed < out in the previous chapter that large 

+ "presumptive earnings were each time promised on the basis of 
“estimates formed from the earnings of the constituent companies 

, before the consolidation. _Unfortunately the. first statements 
of the consolidated companies failed, except in a few instances, 
.” X, to justify the promises. The discrepancies weré-even more 
~’,* marked than the published figures indicated_because in no case 
12 _were_ adequate—charges..made_to depreciation on plants ‘which 
were in low physical condition at the time 6of~consolidation. 

“Without commenting on the sets of figures the following-table 

shows the disparity between the promised and the actual profits. 

Including two instances, — strangely the two cases showing 

the most precipitous fall in earnings, where the profits were 

temporarily inordinately large, — the average earnings were 
auc, two-thirds the amount anticipated1/ 


ft 


a oe remarkable instance of the divergence between the actual earnings and the 
anticipated earnings is afforded by the early history of the American Hide and 
Leather Company. This corporation was never reorganized, but as it is engaged 
in the same general business as the United States Leather Company, a comparison 
of the experience of the two corporations is valuable. Just prior to the final 
promotion of the American Hide and Leather Company, Thomas J. Ryan, one of 
the promoters, stated that the ‘‘ economies of consolidation would not fall below 
$4,000,000” (Shoe and Leather Reporter, May 18, 1899) and that the consolidation 
would be able to pay from $5,300,000 to $6,900,000 in dividends, “ 7% on the 
preferred and from 8 to 12% on the common stock” (Boot and Shoe Recorder, 
May 24, 1899). The published teports for the first few years, prior to 1908, were 
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EARNINGS BEFORE AND AFTER CONSOLIDATION | 


? Approxi- : Earnings after Consolidations 
mate : : acrntiee 
. q : of Earn- 
Seat Time Amount of papual ings after 
of Plants | Covered | Earnings ates Consoli- 
Powe by first given in ce on dation 
Consolid. tere First State- Piet sete. to those 
- (Be 530) in Months| ments maent before 
United States Leather Company ...... $4,800,000 12 —$080,494d| Deficit o% — 
National Salt Company .............. 450,000 Be 429,000 | $605,800 134% 
United States Realty and Consolidation 4 
Company een ce ciecachisdicoorsssOeee 3,800,000 9 1,417,686 1,900,000 50% 
American Bicycle Company .......... 4,900,c00 Io ‘1,000,000 | 1,200,000 24% 
American Malting Company.......... I,300,c00 15 502,125 401,700 31% 
New England Cotton Yarn Company:..|' 1,106,197 114 1,041,500 | 1,086,500 98% 
Mount Vernon-Woodberry Coren Duck ‘ ‘ ai 
COM DAD Yer eee ites torte ke  1,100,c00 4 609,433 | 1,828,300 166% 
International Cotton Mills Corporation 700,000 12 388,036 388,036 56% 
Asphalt Company of America ........: 570,000 12 225,837 225,837 40% 
United States Shipbuilding Company 1 1,942,522 12 1,078,261 | 1,978,261 56% 
Average Initial Earnings ....... ee Aces eaten ee 65% 


In discussing the policy of industrial consolidations during the 
years following their promotion, it is important to. distinguish 
between those corporations which were d by predeter- 
“charge _and those which were alto- 
gether free from Bonded debt. In the former case payments 


of interest charges were authorized from the first. In the ex- 


pectation that the earnings of the consolidations would equal__ 
ose of the constituent companies, the directors had no difficulty | 


in believing that the fixed charges placed on the consolidated 
companies by their promoters were reasonable, and they author- 
ized such payments before any statements of total earnings 
were available. Any apparent lack of conservatism in pay- 
ing interest on bonds was merely one aspect of that lack of 
conservatism on the part of the promoters which was shown 
by incorporating bonds in the financial plans. The following 
table shows the early capital charges of those companies having 
bonds. 


not clear, but judging from available data, the net earnings, — after slight deprecia- 
tion charges corresponding to sinking fund on the bonds, — were less than $167,000 
for the first year of the company’s business. This was, on the’ whole, a fairly 
prosperous year in the leather business. 

1 The Bethlehem Steel Company not Pompidered. 
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When, on the other hand, the policy presented by those cor- 
porations without bonds is considered, no deflection of respon- 


sibility on to the shoulders of the promoters is permissible. aS 


Purposely the charges had been made contingent on the assump- 
tion that the earnings of all industrial enterprises were subject 
to abrupt fluctuations and what should be judicious payments 
on capital could not be foreseen with any degree of precision. 
The directors had not their hands tied in any way with regard to 


a dividend policy. Yet in numerous cases they cast all reasonable “| .«/ 


conservatism aside, and declared dividends almost from the 
first. This policy brought about its natural evil consequences. - 
At ee four of the failures described i in the first part ¢ of this book 


ay dividentis when the earnings should have “have been conserved. 


~The failure of the Corn Products, the American Malting, the. 


United States Realty, and the New England Cotton Yarn Com- 
panies were the result of such payment of dividends on stock, 
which, in each of these cases, were unwarranted. They repre- 
sented, except for the subterfuges of accounting, an actual im- 
pairment of capital. Indirectly similar early payments of 
dividends seriously weakened the United States Leather Com- 
pany, the National Cordage Company, the National Salt Com- 
pany, the Consolidated Cotton Duck Company and the first 
International Cotton Mills Corporation, although it would 
be somewhat of an exaggeration to say that the difficulties of 
all these companies were due entirely to payment of unearned 
dividend. 


TABLE SHOWING EARLIEST EARNINGS AND CAPITAL CHARGES 
OF COMPANIES WITHOUT BONDS 


Reported | Dividend: 
Period Covered by a a e Durie : Apparent 


Corporation First Statement Barnines bo Period. afi. Surplus 


Glucose Sugar Refining Co. .| Sept. 15, 1897 to July 1, 1898 | $1,863,157) $019,751] $043,406 


National Cordage Co. .....- Oct. 31, 1890 to Oct. 31, 1891 | 1,406,313] 1,300,000 106,313 
National Salt Company ....| April 15, 1899 to July 1, 1809 108,000 42,000 66,000 
United States Realty and 

Construction Co. ........ Sept. 30, 1902 to June 30, 1903 | 1,417,686| 1,218,889 198,707 


American Malting Co. ...... Oct. 1, 1897 to Dec. 31, 1808 502,125 877,800] —375,675 
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The haste with which these early dividends were declifed 
| ime at variance with the simplest principles of sound finance. | 
In the majority of cases dividends were begun almost immediately 
after the organization of the corporation, before an opportunity 
had been given for the new enterprise to manifest its independent 


] earning power. In very few cases did the e directors have u nques- 


that the dividends had been earned, and the basis of their judg- 
ment was seldom more than a mere estimate, which failed to 
make adequate provision for/depreciation. — In the instance of 
the American Malting Company, subsequent revelations showed 
that the Directors could not have known what the earnings 
actually were at the time the first dividend on the stock was 
declared because in the court testimony it appears that the general 
books had not then been balanced from the books of the branches. 
Similar conditions probably existed in other corporations where 
the methods of accounting have not been subjected to as Hgorens 
a scrutiny. 

Why was such lack of conservatism shown by these corpora- 
jtions ? Able financiers were on the directorates in nearly every 
fase. Joy Morton was on the Starch, Glucose and Salt Boards, 
Grant B. Schley on the Malting; Stillman, Speyer and Steele, — 
among the ablest bankers in New York, — were on the Realty 
Directorate. The strong Boston interests of the National 
Shawmut Bank and Kidder, Peabody & Company were on 
the New England Cotton Yarn Board. _This lack of conserva- 
tism_could not be attributed to_narrow financial judgment 


for_these_men_ were,at_the same time, directing | the aflairs of 


= Se 


country. 
One motive that often prompted the declaration of dividends 
Lee a desire to make a market for the stock. This probably 
was not the motive in the cases of the United States Leather 
and National Salt Companies. It probably was the motive 
in the Mount Vernon-Woodberry, and the United States Realty. \ 
cases, for dividends were continued during the life of the under- 
writing syndicates and were discontinued just before or al 
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after the distribution of the securities. In other instances, 
as the Glucose Sugar Refining Company and American Malting 
Company, the stock was very largely held, while the dividends 
were being declared, by the Directors who had obtained it at 
the time of the promotion. In a most conspicuous way the 
desire on the part of promoters, members of underwriting 
syndicate, and early holders of stock to realize a profit at the 
earliest time prompted to an uncritical extravagance and lack 
of sound, conservative judgment which not only thwarted their 
own intentions, but indirectly brought disaster upon their 


corporations. Every evidence shows that had the early interests || 


been willing to forego immediate profits and conserve the funds 
of the corporations the enterprises could have been placed on 
a sound footing and the men themselves have secured vastly 
greater return. 


2. Capital Charges prior to Reorganization 


The same problem of conservatism of management presents 
itself in the period immediately before reorganization. Here, 
too, the problem appears in different aspects according to 
whether we are dealing with corporations having bonds, and 
therefore fixed charges which must be met, or corporations 
without bonds and so without the necessity of meeting capital 
charges. 

Again it will be convenient to consider first those corporations 
having bonds. Altogether the successful reorganizations of 
twenty-four corporations were studied. 1 resulted directly 


or indirectly from some form of failurét/ Eighteen ofthese 


twenty-four corporations had outstanding issues of bonds of 
“some considerable size.._At the time of reorganization of-these 
eighteen corporations, eleven had paid/unearned_interest)in the 
year before the crisis. The other seven Corporations paid interest 
that they had earned, but three of these seven corporations 
paid out dividends which they had not earned, in addition to 
the interest. In other words, fourteen of the eighteen corpora- 


1 For complete list of reorganizations, see Plates A and B, chap. XXii. 
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Gee with a bonded debt paid rea me un- 


earned dividends just prior to their failu 
As a general thing, where the corporation had bonds, the con- \ 
fession of financial failure was postponed as long as conditions | 
| would in any way permit. If the corporation had issued only a 
relatively small amount of bonds, new obligations were assumed 
to meet the interest on the old. Such cases, however, were rare 
because ordinarily the earlier issue was secured by a first lien 
on the corporation’s property, and it proved almost impossible 
to float new bonds to perpetuate the life of the old. _A frequently 
followed practice was to borrow from reserve funds in the hope 
“that those conditions which made it difficult to meet the fixed 
1 charges might | prove only temporary. Thus the Directors of 
“the National Asphalt Company drew upon the reserve fund 
to the extent of over $1,000,000 in order to meet the interest 
on the outstanding bonds of the Asphalt Company of America. 
+ Commoner still was the practice of allowing the floating indebted- 
ness to increase gradually, while gross income that should have 
been used to meet merchandise accounts was deflected to interest 
payments. This was done especially before the two Westing- 
house failures, —though not to an extent that would explain the 
rapid increase of floating debt, — and again before the failure 
of the Starch Manufacturing Company, of the Mount Vernon- 
Woodberry, of the Standard Cordage, of the New England 
Cotton Yarn Companies, to mention only a few instances. 


ped bist to borrow on short term notes to meet pressing 


ed obligations was always apparent in the history of these 
ndustrial enterprises. It was the result, perhaps the necessary 
result, of extreme fluctuations in trade. Not one of the corpora- 
tions studied was free from such variations. An enormous 
business, like that of the Westinghouse, varied from gross sales 
of $20,000,000 in 1908, and a deficit of $1,000,000 to gross sales 
of $30,000,000 in the following year, and a net profit above all 


1 The four corporations that paid neither unearned interest or dividends were 


United States: Leather"Company.-..... 505. scneeanain ne Reorganization of 1905 
Westinghouse Electric and Manufacturing Company..... Reorganization of 1907 
‘American Malting Company... .-ne eee eee Reorganization of 1905 


International Cotton Mills Corporation ............... Reorganization of 1913 
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charges of $3,000,000; and what may befall a business as stan- 
dardized as the Westinghouse must occur to a greater or less 


extent with every industrial corporation. It is largely because = 
of these clearly recognized fluctuations of trade, that a sound ( 


financial policy dictates the use of se_of stock rather than bonds. 
And it should be remarked at this point that the strength of 


our so-called “ industrial trusts ”’ lies partly in the fact that the 
majority of them_were promoted without bonds. But when 
foolish promoters had once overloaded a corporation with 
liabilities bearing fixed charges, it became the duty of the sub- 
sequent management to get along as best it could. A default 
in bond interest payments was very disastrous to the credit of a 
corporation, as well as.to the market price of its securities. 
It was disastrous to its trade as well. It was noted that the 

General Electric Company suffered only a_decline 

business directly after the panic of 1907, whereas the Westing- 
~~ house ae 37%. This fact was 
perfectly well known to the managers of all these corporations. 
It was their policy, therefore, to preserve the integrity of the 
corporation at all hazards, even though it involved increasing 
the floating debt to ward off an impending crisis. And if the 
crisis proved general, as did the depressions of 1903 and 1908, 
the corporation was generally successful in recovering its 
‘ground provided the fundamental earning power of the business 
were sound. Many corporations borrowed money to meet their 
fixed charges during these years which the return of prosperous 
trade conditions enabled them to repay; but when the funda- 
mental earning capacity of the corporation was not sound, 
when the failure to earn fixed charges was due to lack of earning 
power, then borrowing only postponed disaster. The policy 
adopted by most of the corporations to meet their fixed charges 
as they fell due was, therefore, on the whole expedient provided 
the business possessed powers of recuperation. But in meeting, 
these charges the directors merely changed an n immediate liabil- 
ity to a deferred one, so “that if the floating debt increased) 
out of Preearonr athe i increase of trade or the carrying power 
of the business, failure resulted. In almost every instance, 
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the crisis, when it did occur, was precipitated directly at the 
very time the floating debt became unmanagable. To outward 
appearances the failure was due to insufficient working capital) 
and inability to secure more liberal allowances from the panes, 


: ~ meet interest payments. The crisis a iee erat Pain) 
capital disbursements-had been shifted forward and given the 
form of a crisis due to impaired working capital. : 
| Che preceding table shows the floating debt and payments 
._/ to interest and dividends in the period immediately before the 
announcement of the crisis. The column on the right indicates 
the amount of new money added at the time of reorganization. 
The treatment of this assessment does not properly belong at 
the present point of the narrative but is added as evidence to 
bear out the generalization made in the preceding paragraph, 
that the crisis was directly precipitated by an overload of floating 
debt, although primarily caused by the deflection of too much 
money from the normal demands of the business to the payment 
of fixed charges. The table includes only corporations having 
a considerable issue of bonds. 

The other class of corporations, those without funded debt, 
\present an even more striking lesson in the effects of a lack of 
conservatism. Of ‘the twenty-four reorganizations, five were 


> Cee 


concerned with corporations that had no previously existing 
issues of bonds. Of these Ose 
during the year-previous-to-the-crisis, and of these four, certainly 
three failed to earn the dividends paid. The fourth corporation 
probably did not earn the dividends paid, although a surplus 
was shown by using questionable methods of accounting. The 
table on the following page indicates the payments of dividends 
in these five cases. f 
The payment of dividends on stocks in the face of falling 
[ earnings and increasing floating debt cannot, like the payment 
| of interest, be justified on grounds of expediency. The only 
_ possible reasons which could lead the directors of a corporation 
to pay out in dividends an amount in excess of the earnings 
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Were ignorance of the true financial position of a corporation, 


the false belief in the immediate return of more prosperous con- 
ditions or the desire to give the corporation a more successful 
appearance among bankers and investors than its earnings 
warranted. 

Summarizing the conditions of all twenty-four corporations, 
it appears that eighteen out of the twenty-four paid either 
_unearned interest on be bonds or unearned dividends on stock in _ 
the year just prior to the failure or reorganization. — That is, 
75% of the corporations studied were confronted with the neces- 
sity of reorganization at a time just following the payment of 
unearned capital charges. 


3. Fundamental Causes for the Failure of Industrial Combinations 


It is not difficult to summarize the underlying conditions 
and the causes of crises in the history of industrial corporations. / 
Setting aside thé American ( Glue Company, whose reorganization 
was due to special motives, every crisis studied was the result 


_offinancial embarrassment. These financial difficulties were 


not the consequence of over-capitalization as is usually alleged“! 
These corporations did not fail because the capitalization items 


were large or small. _They failed because their earnings were in 


: adequate for the load put upon them. If the load was especially 


i 


\ 


burdensome by rez reason of heavy fixe fixed charges and unwarranted 
dividend payments, the failure was all the more certain. The 
direct cause of failure in every instance was the _deflection—of 
working capital to the ‘payment of interest and dividends.’ 

Beneath this, as the fundamental cause, was as the lack of judgment . 
of promoters in placing bonds upon an untried industrial enter- 


1 For example, John Moody states “That in every case cited it may be seen 
hat the chief fault has been the enormous over-capitalization.” Truth about 
the Trusts, p. 368. This extravagant statement is made after an uncritical 
summary of eight industrial corporations then undergcing reorganization. Similar 
utterances are to be found in the public press, they are common to certain types 
of political speech and are not unknown in the halls_of Congress, — especially 
frequent are they in the addresses of men who pretend an ability to legislate against 
corporate abuses. 

4 With the possible exception of the American Bicycle Company. 
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ng \’prise and the lack of conservatism of the early management 
~| in paying dividends without due regard to_sound principles of 
finance. Every corporation discussed in this volume paid 

out interest or dividends in the face of falling earnings, and 

none need have suffered serious financial difficulties had the 

paid in interest and dividends been conserved.) Many 

industrial «consolidations more extravagantly promoted, with 

far greater discrepancies between assets and capitalization, 

have continued in business uninterruptedly to the present time 

and are prosperous, because their promoters dssued no bonds, } 


and their early directors exercised a wise conservatism. 

ee ee They do not explain, however, the 
underlying conditions that led to financial disaster. The great 
majority of the corporations discussed in this volume and in 
fact, the great majority of large corporations at present doing 
business represent industrial consolidations promoted in the 


__ early or the late nineties. As a group they failed. When 
| judged in terms of the promises of their promoters their histories 


stand as striking acknowledgments of the inadequacy of mere 


pa a ee oy eee Two separate 
' and distinct sets of causes can be discovered to explain why the 


overwhelming majority of these industrial combinations failed 
to prove as successful as their promoters had anticipated. One 
set was psychological in character and concerned with the diffi- 4 
culties attending the administrative management of a large 
business. The other was economic in. character and concerned 
with the difficulties attending the creation of a business organiza- 
tion sufficiently powerful to dominate an industry in the presence 
of actual or potential competition. 


wer dee Without attempting to offer an exhaustive list of the personal 

sufficiently high degree of business ability to manage a large 
idation of manufacturing plants. (1) Foremost pea 

was the diffusion of responsibility. man with ample business 


skill to manage a small factory was given the management of 


1 Again with the possible exception of the American Bicycle Company. 
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local conditions. He was then compelled to delegate the actual 
management to paid superintendents, over none of whom he 
had more than indirect authority. If he tried to manage the 
scattered plants as he had his single plant, he found that the 
enormous detail involved too great a burden for his mind; 
important matters passed unnoticed, and the local superinten- 
dents degenerated into automatic parts of a-machine, without 
initiative or power of assuming responsibility.!_/If, on the other 
hand, he delegated a large share of the authority to his local 
superintendents, he found that he required men of marked 
business ability to manage the separate plants efficiently; he 
required, in fact, a degree of ability which commanded so high a 
salary as to absorb the presumptive economies due to consoli- 
dated management. Lack of knowledge of individual 
employees. A successful competitor of a large consolidation 
declared that his success was due to the fact that he knew the 
parents and grandparents of the employees in his mill. He had 
watched them from childhood. He knew the skill and deficien- * 4 
cies of each, and therefore, the kind of work and the candi ' vt 
" Such possibilities of individualized superintendence of labor : 

were impossible where the organization had grown so large that 
all personal contact between employer and employee was lost. ~ 
ee ee ON STi rE mnie 
the continuity of the separate businesses 1t was the custom to. 
have the more prominent men who had disposed of their plants 

to the consolidation serve as members of the hard of Directors, 

or as managing officers of the corporation. But the center of 
their loyalty was changed. They were no longer operating 
their own plants. Personal motives easily supplanted any 
feelings of responsibility they might have toward the great 
body of stockholders. As directors they were tempted to burden 


Vi group of plants widely separate and each operating under 


y 


( 1) Asa large manufacturer once expressed it, — there comes a point where the 
man in the twentieth story of an office building cannot make up, no matter how 
brilliant he may be, for the waste and shiftlessness of a variety of superintendents 
in many mills hundreds of miles away in all directions. 
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the consolidation with useless plants at personal profit, or to 
make advantageous contracts with other companies in which 
they were interested, or give employment to relatives at high 
salaries. ‘They were tempted to speculate in materials in suc 

wise that the burden of loss fell on the corporation, or to make 
purchases and sales of the corporations’ securities, based on 
knowledge exclusively their own. If the body of stockholders 
found fault with such codes of business ethics, the directors 
could resign their positions and sell their securities. They could 
even enter into competition with the consolidation and grow 
strong through a knowledge of the trade enhanced by their 
previous connections. @ Lack of attention to am laborious 
parts of the business by the higher officials. e directors con- 
sidered their positions too important and their time too valuable 
to spend on matters of detail. Previously, as owners of com- 
petitive plants, they were at their business offices each day 
from early morning until late in the afternoon; as “ Vice-Presi- 
dents,” they were more often at the office of the corporation 
only from ro until 3 o’clock, and not at all on Saturdays. They 
no longer felt obliged to sacrifice social pleasures for business 
motives. They were no longer concerned with petty economies 
of manufacture, insignificant alone but large in the aggregate. 
Even in the utilization of by-products, where one of the econo- 
mies of large-scale production was supposed to lie, the executive 
officers would frequently take the position that the possible 
advantage was too insignificant to be worth their attention 
and troublk.! © Prejudice of customers against improved 
\ methods. ‘There was, and still is, a group of mén who so 
blinded by an external appearance of efficiency that they have 
' come to think that the more automatic and inpersonal a business 


\ 


iy There are two temptations which confront every director in a large corporation. 
success with which a man, suddenly risen to influence, resists the feeling that 
he is too important to devote himself to the current detail of management and the 
feeling that he is in a position to profit through stock market manipulation meas- 
ures his future success in the position of responsibility. No human mind is great 
enough to manage a large business with consummate skill and follow in detail 
the market quotations of its securities. It is a modern instance of serving two 
masters. 
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becomes the greater will be its productive power. Fortunately 
this theory is no longer widely held. But at the time the indus- 
trial consolidations were created it was popular. As a conse- 
quence the central management undertook to substitute a more 
scientific and carefully articulated method of producing and 
selling goods for the shipshod methods of the small establish- 
ments. In cases of a standardized product the application of 
more scientific methods to production were undoubtedly wise 
but in all branches of the selling organization they were an A 


absolute failure. -Few-things_count-more_in-salesmanship than 
_ the personal_magnetism of an able salesman_basing his appeal 
on long established trade connections. The directors of the 


consolidation sought in the interest of organization and economy 
to replace high salaried salesmen by low paid order clerks. Many 
of these salesmen had been the proprietors of the old businesses, 
men who held their customers by family association, — the 
customers of their grandfather and great-grandfather perhaps. 
“ Among the oldest houses doing business with us ”’ was a bond 
which the force of circumstances broke with difficulty. Instead 
of profiting through this bond the new order of scientific sales- 
manship interposed the deadening influence of organization 
between buyer and seller. Customers found that they were 
no longer dealing with the son of their old friend, but with some 
cog in the machine designated as ABC. Before, they had 
arranged the terms of their contracts in a dingy office, replete ~ 
with the memories of half a century; now their contracts were 
forwarded to them from a central office or delivered by the mana;, 
ger’s secretary. As a result they often turned Heer) 
(6) Prejudice of Customers against “ Trusts.” There is a large 
body of intangible evidence pointing unmistakably to the fact 
that in the years immediately following the establishment of the 
lange consolidations, many small manufacturers and nyerchants 
were influenced by the popular dislike of “ trusts.) This 
an excellent illustration of this principle is afforded by an incident at the time 
of the promotion of the American Hide and Leather Company. ‘This was the 
consolidation whose prospective annual profits were estimated by the promoters 


in excess of $5,000,000, of which $4,000,000 was to come from consolidation. (See 
note, bottom p. 546). At the time the promotion of the Company was discussed 
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feeling undoubtedly influenced customers in those cases in which 
the product of the consolidation was sold directly to the ultimate 
consumer, as with starch or bicycles. This feeling was especially 
conspicuous if the goods were sold directly to members of the 
laboring class who were led to believe that the rise of general 
_Prices, which set_i in about 1899, was due > primarily to business 
concentration. The newspapers of a sensational tone - exploited 
this feeling in their editorials and their cartoons; the competitors 
displayed the words “‘not made by a trust” on their goods. 
Foremost among the various economic conditions which 
militated against the success of the industrial consolidations 
was the fact that the mere consolidation of factories could not 
inhibit competition, because the cost of production and distribu- 
tion was not reduced to such a point as to render the further 
investment of capital unremunerative. In certain isolated 
cases it was found that the greater the aggregate capital invest- 
ment in a single plant, the lower was the production cost per 
unit of output) But in the vast majority of cases the point 
of maximum economy of production was reached far below the 
total capital investment of the consolidated plants. Large- 
scale production to the degree contemplated by the consolidated 


company proved unnecessary and a smaller company often 


the Boot and Shoe Recorder, a prominent trade journal, sent out a letter to 
two hundred and fifty shoe manufacturers, reading as follows, ‘“ In case this com- 
' bine (the American Hide and Leather Company) goes through, and you were 
purchasing stock, whom would you favor, manufacturers outside the trust, or the 
trust itself ?’” A large number of answers were received. More than half expressed 
bitter antagonism against the prospective consolidation. A few replies only were 
indifferent. The following was an example which, although superficial in its 
reasoning, shows the innate trade prejudice from which the majority of consolida- 

tions suffered. 

“Lynn, Mass. 
May, 23, 1899. 
Boot AND SHOE RECORDER: 

We would prefer to buy from the outside firms every time, (ire 
simple reason that we believe they could serve our interests much better than the 
trust; the manner in which the trusts’ stocks have been watered and the enormous 
expense they have been under are reasons why shoe manufacturers are not going 
to be benefited by this combination. 

W. J. Creicuton & Co.” 
4 Steel mills, for example. 
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found itself able to attain the point of maximum eco my of 


production with a relatively lower capital expenditure.’ ) The _ 


resulting com i from three sources, — — the old com-. 


_petitors attracted to the industry by the exorbitant profits 
promised od_by the promoters of the € combination, and the old 


petitors not absorbed by the consolidated d company, new com- 


manufacturers, _who, _having sold out their. ‘antiquated Plants 


~to the oncondated ompany, invested the money they received - 


in new factories. \Zhe old competitors, contrary to expectations, 
were stronger after the consolidation was formed than before, 
because the more compact organization of the enemy made the 
points of attack clearer, and the greater control over volume 
of output maintained by the large company insured a steadier 
market for the product with less abrupt and disastrous fluctua- 
_ tions in prices. The new plants built by those who entered the 


ra 


1 'The entire question reminds. an observer of one of those reversible reactions 
with which the chemist is familiar, which run in opposite directions until equilib- 
rium is established. Maximum efficiency in the organization of industry can be 
likened to the balance point of a variety of opposing forces. Certain influences 
and conditions make for increased efficiency and economy under a large organiza- 
tion, and certain other influences and conditions make for waste and increased 
costs of production. Maximum efficiency is attained in that degcee of concentra- 
tion of organization in which the resultant of the positive forces of economy and 
efficiency and the negative forces of waste and diffusion has its greatest positive 
value. This may be illustrated by a few symbols: — 

Let m represent the number of business units. 

Let a represent the sum of all the forces which make for efficiency as m is in- 
creased, — economy of buying, of traveling salesmen, of distribution of by-prod- 
ucts, of access to capital, etc., etc. 

Let p represent the sum of all the forces which make for waste and decreased 
efficiency as m is increased — lack of personal touch, loose safeguards, cumbersome- 
ness, difficulties of credit, diversified responsibility, the cumulative effects of bad 
buying, etc., etc. 

Then ma has a positive efficiency value and increases toward an indeterminate 
maximum value at rate r. 

Then mp has a negative efficiency value and increases toward an indeter- 
minate maximum value at the rate r’. 


A specific value for the ratio 5 will vary according to the nature of the business. 


For all values of m above 1, mar will have a certain value to which will corre- 


spond another value for mpr’. 
Then mar-mpr’ will measure the efficiency of any group of units, m, and the most 
efficient organization of industry will be for such value of m, that mar-mpr’ shall 


be-maximum. 


j 


< 


7 
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/ ' { industry because of presumptive high profits were erected under 
. the advice of trained engineers according to improved design; 
eV and mechanical efficiency of construction, superior to that of the 
; older plants of the consolidation, went a long way toward counter- 
balancing the handicap of inexperience. And when the old 

7 _ }manufacturers built new factories, they had every advantage 
cabo in their favor, —the understanding of the most appropriate 
agatriich ituation for a plant, knowledge of the most modern and economi- 
Lg NS fe cal type of equipment and of the best construction engineers, 
_ familiarity with secret processes culled from years of experience, 

ranep ' familiarity with trade conditions and with the special wants of 
a Mol Hehe customers(t ) In cases where the large-scale production 
, he consolidated company was apparently more economical 
= 2 n the methods pursued by the small competitor and therefore 
a gave to the larger company a seeming advantage in lower costs 
My. adr: production, certain unforeseen wastes, singly unimportant, 
tended, in their cumulative effect, to counterbalance the more 
obvious economie Besides these objective advantages the 


— 


(1 The production costs of the American Malting Company, using largely the 
floor system, compared with those of competitors using the compartment system 
(p. 270) aré pertinent. 

2 The specific mention of five such wastes illustrates the point. Lift 
in~purchase of raw material. When the consolidated company purchased a raw 
material, like corn or cotton, in the open market, it was at a distinct disadvantage 
as compared with its competitor. Large orders, necessary to meet the demands 
of the company’s mills had to be made openly, and with a full knowledge of the 
trade. The competitor not requiring so much material was able to buy odd lots 
secretly and at a lower price. Thus Charles Pope was able to buy corn at better 
advantage than the Corn Products Company (p. 76), and small yarn mills had 
an advantage over the New England Cotton Yarn Company in the purchase of 
raw cotton (p. 320). The consolidated company was less able to avoid over- 
production in a falling market. It was tempted to keep its mills in operation, in 
order to maintain its organization, when prudence prompted the curtailment of 
production. And even when overstocked the small manufacturer was better 
able to dispose of his surplus Qin odd lots without breaking the current market 


price for standard goods. The consolidation was susceptible to political and 
legislative attacks and sometimes to blackmail. Heavy legal fees, contributions to 
campaign expenses, even the expenses of a lobby seemed necessary in order to fortify 
the consolidation against the onslaught of unscrupulous politicans, and those 
who regarded the treasury of a large corporation as their legitimate prey. Many 
small and unnoticeable wastes occurred through the inability of the large corpora- 
tion to defend itself against attacks, For illustration, a certain corporation fre- 
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small competitors were stimulated by the ambition of “‘ building 
up the business,”’ and they brought to the task a perseverance, 
energy, and personal attention to each customer that lay beyond 
the reach of the larger and better systematized but less adjustable 
selling organization of the consolidation. And when it came 
to a contest of strength, contrary to the usual presumption, 
the small competitor was at an advantage.___Every cut in price 
below the actual cost of production meant a loss to the consolida-_ 


—_ 


—tion of thousands of dollars where it involved only a loss of 


-_hundreds to the small producer, and by bidding on small con-_ 
tracts at ruinous prices he could establish a price level at which 
his larger competitor would be compelled to take all contracts, 
large or small. 

___One at least of two conditions was necessary for the suc- 
cess of a consolidation. It must have had at its command 
executive ability of an unusual order, such that the various 
human difficulties which beset_the administration of a large 


business were successfully mef/;! or it must have been secure 


quently in a position to feel the effect of political attacks, owns a building in the 
centre of a large eastern city. The land upon which the building stands is valued, 
for taxation purposes, at an amount _more than double the land on the two side lots” 
owned by private individuals. (oye heary investment of the consolidation 
in specialized machinery made it especially susceptible to changes in trade condi- 
tions resulting from the developing of substitutes or the changes of public tastes. 
This was admirably shown by the effect of the discovery of petroleum asphalt on the 
/earnings of the National Asphalt Company, or the cessation of demand for bicycles 
on the earnings of the American Bicycle Company, and the great expense involved 
in shifting the machineryfor the manufacture of bicycles to that for the manufacture 
of automobiles. The small competitor was able to respond more quickly to changes 
in trade conditions or public taste. QYNot the least waste of the consolidation was 
its unwillingness to change its methods of production in accordance with improvements 
in technique. One of the widely heralded economies of concentrated ownership 
was the greater ability of the large organization to_e¢ iment in new_proces 
But unfortunately the exploitation of improved methods of manufacture involved 
the destruction of valuable machinery. And, stimulated by a false economy, 
the consolidation refused to make the improvements until the cheaper production 


costs of competitors made such a step imperative. 
1\The Standard Oil Company is the most striking example of a business grown | | 

to large proportions solely through superior business ability. The skill of adminis- | | 
| 

| 


tration exercised by the managers of this Company is the most remarkable of its 
kind in the annals of American industry. Other successful consolidations, such as 
the American Brass Company and the American Radiator Company, owe their | 


‘successes to superior business ability. 
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against unrestricted competition through haying a monopoly 
control over e essential raw materi some patent,” /or 
some franchige.? /In rare instances only are these conditions 


\ . 
realized. 


4. Motives leading to Reorganizatio 


| It is clear from the cases outlined in the first part of this book, 
| 1m reorganization succeeds a crisis in the affairs of a corporation. 
This crisis may be due to one of three primary causes, — er- 
sonal motives of the officers or prominent stockholders, the 
legal proceedings of the Government, or G)) financial difficulties. 
Reorganization, as a result of the personal motives of influential 
stockholders, is of relatively seldom occurrence. In railroad 
finance it is best illustrated by the unfortunate formation of 
the Rock Island Company, by William N. Moore and his asso- 
ciates, in such manner that the control of a large railway system 
was secured through the control of a small issue of preferred 
stock ina holding company. The only instance of the kind here 
is that of the American Glue Company, in which dissension 
in the management supplied the fundamental motive for reor- 
ganization. That the personal motive should be of relatively 
slight importance is readily seen when one remembers that 
\\ reorganization is essentially a matter of financial policy, and 
would be resorted to only as a financial expedient. That this 
is true is attested to by the fact that until the Standard Oil 
and American Tobacco Supreme Court Decisions in 1or11, 
the crises that brought about practically every instance of 
industrial reorganization had been due to present or threatened 
financial difficulties. Personal motives might be important 
—in See eer trade policy of a corporation, or some episodes 
in its history\tbut they would hardly be of sufficient significance 
* The Aluminum Company of America, International Nickel Company, Ameri- 
can Chicle Company. 
* General Electric Company, Mergenthaler Linotype Company. 
3 American Telephone and Telegraph Company, United Gas Improvement 
Company, Consolidated Gas Company. 


4 Such as the formation of the New York Glucose Company, as an act of retalia- 
tion on the Corn ProductsCompany. Swpra, p. 85. 


i} 
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to lead to an entire capital readjustment, such as is involved in 
a reorganization. 


Reorganizations as a result of legal proceedings of the Govern- ¢ 


ment have occurred only since 1911, as a result of the Supreme 
Court decisions covering the applicability of the Act of 1890 to 
large manufacturing businesses. Without attempting to discuss 


the political or economic grounds upon which the Act of 890 | 


was founded it is of interest to note that the present significance 
of the law depends on an effort on the part of the United States 
Supreme Court to differentiate between various forms of economic 
monopoly on the ground of social expediency. No _No monopoly 
is stronger than that e exercised by the small I country | storekeeper 
nor with respect to control of its markets weaker than that of | 
‘the Standard Oil Company, or some of the larger consolidations 
against which Congress has sought to legislate.) The thing that 
the advocates of the law had in mind was something entirel 
different from the negative injunction, — there shall be no 
monopoly. It was the positive injunction, — there sha e 
competition. The former is impossible of enforcement because 
under some conditions a monopoly price is fixed by economic. 
conditions.? The latter is not only enforceable, but rests, in the 


A) This statement is made with care. Monopoly, in the only strict ees 
which has an economic significance, fis ability to fi monopol Some 
real monopolies are more successful in effecting this end than others, ate ie single 
sine qua non of a monopoly is the existence either actually or potentially of price 

we The country storekeeper possesses this power Tee of the pro- 
hibitive expense involved when his customer attempts to trade elsewhere. Com- 
petition cannot arise because the limited trade of the district will not support tw 
“overhead charges.” The storekeeper’s prices are, therefore, limited at an uppe 
level only by the cost his customers would incur in transporting or having trans- 
ported to them the goods from another source. But as the carriage on small parcels } 
is high, and as the farmer finds it propcrtionately expensive to go to the next store 
some miles away, where the same conditions prevail, he concludes that it is cheaper, 
to pay the local storekeeper the monopoly poe In other words, the level of 


istribute its products only in 
_ The price of 


Standard Oil Company, on the other hand, can 
competition with the oils from other fields not under its control. 
oil is, eae ad fixed actually by domestic co 
A recent fall of prices of light oils in eastern markets as the Texas 

Company meet its operations is a concrete illustration of this principle. / 
2 The case of the country storekeeper, for example, mentioned in the previous 


note. 


x 


~~ 
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Joinon of the present writer, upon sound theories of economic 
and social policy. 
The evolution of the present attitude of the courts has clearly 
shown the emphasis to be on the positive value of competition, 
>not on the negative danger of monopoly. So that the degree 
of competition attainable in the presence of the large corpora- 
tion has come to be the test of the corporation’s contribution 
to public welfare and, therefore, of its legality. It is not the 
resence of monopoly, but the absence of the conditions of com- 
petition _that has been the cause of the_crisis that has led to the 
enforced reorganization of the Oil, Tobacco,-and Powder con- 
-solidations. And this degree of competition moreover, has been 
itself subject to judicial definition on the grounds of expediency. 
/ The term “ reasonableness,” which has come to play an impor- 
‘tant part in current discussions, is merely another phrasing for 
the idea of sufficient competition to insure a degree of eco- 
nomic efficiency consistent with the greatest public welfare. 
In the end this can be told-only from the analysis of the special 
conditions of any case. Under our present understanding of th 
Law of 1890, and the court decisions arising out of it, we ma 
‘say that a crisis in a corporation’s affairs necessitating reorgan: 
ization by judicial procedure arises when the conditions as t 
competition: in- the industry-in which the corporation operate 
are not conducive to the greatestpublic well being. In some in- 
dustries this may connote a relatively high degree of monopol 2 
in others a relatively large margin of competition. _Reorganiza- 


{ =r GREE apa, AGNAT ae 
1 See footnote 1, p. 569. @¥felephone, express, sleeping car. 
3 International Harvester Company, now un judicial review. All the | 


asic patents of harvester machinery have run out and the International licenses 
’flother manufacturers on the “‘ attachment ” patents it controls. There are very 
large competitive corporations, — Deere, Rumely and Case, — to mention only 
three. It must be said that the social expediency that determines the Government 
to preserve a high degree of competition in this industry is based on “ the lowest 
prices for farmer’s goods’ policy. The strongest defense of the Harvester Com- 
pany’s attorneys, in view of the underlying motives of the Company’s prosecution, 
would be to prove that the International can afford to sell goods to farmers on a | 
lower basis than if the Company were reorganized into integral units. This they 
have not recognized, but have based their defenses, thus far, upon the technical | 
construction of the Law of 1890 as applied to their Company, which iS‘Of secondary _ 
significance. 


| 
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tion that follows a judicial finding that the presence of the cor- 
poration inhibits the degree of competition necessary for public 
welfare is merely a readjustment of the corporate affairs so that { -— 
greater apparent competition is insured. The large corporation 

breaks up, in theory at least, into competitive units. Reorgan- 
ization becomes disintegration" 


5. Forms of Business Failure 


With one exception all the reorganizations discussed in this ; 
book, and by far the vast majority that have ever -occurred, | 
were the direct consequences of failure to earn enough money. ‘ 
Either the business had been conducted at a loss for a shorter 


on the belief that public interest is best served by com etition, rather than large 
monopolistic production, even though the units are under governmental regulation. 


This policy is based on sound economic principles. In spite of the extensive dis-/ 
cussion of a substitute for competition one notes with relief that the temper of 
judicial opinion in the Federal Courts is still in accord with the well established 
economic principles that the highly competitive organization of industry is pro- 
ductive of the highest efficiency and the lowest real cost of commodities. 

The only excuse for the substitution of governmental regulation for competition 
among large industrial units is the resulting efficiency of production. Any 
other result would mean an increase in absolute costs and a retardation of industrial 
progress. In regard to the possibility of a governmentally controlled business 
producing its goods more cheaply, two comments are pertinent. The ability 
to manage successfully a large industrial unit of many branches operating under 
diversified conditions is exceedingly rare, — far Yarer than is generally conceded. 
It requires peculiarl developed psychologicat powers of accurate memor , balanced 

) judgment _and_almost_propheticf imagination.) These powers are not readily 
discernible; they can be developed to their highest point of efficiency only under 
the spur of the strongest incentives of personal loss through failure and personal 
gain through success. The effectiveness of these forces prompts the able adminis- a 


1 The policy pursued by the judicial department of the government is based >\ 


trator to stretch every nerve to succeed. This means decreasing production costs 


and inevitably, through the mere action of competition, lower costs to the Ze 
consumer. €) Nothing seems so effective as a spur to efficiency, — whether in C 2, 

. airs 7 S 2; 
business, art or professional work, —fas the spur of competition. f It is psycholog <r, = 42, 
ically impossible for a man to race against himself, except for short periods and C, a 
under special conditions. The presence of actual or potential competition is the % 


ane 


production costs will increase. 
a 
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or a longer period, and reorganization was resorted to as a relief 
from accumulating burdens, or else some sudden change in exter- 
nal or internal conditions, like a crisis or a sharp rise in the cost 
“of material, necessitated an entire recasting of the financial 
Gaerne Owing to the importance of the subject, it is 
onvenient to recognize various types of failure. 

The various kinds of failure in business enterprises may be 
conveniently arranged according to four different classes, neither 
mutually exclusive or overlapping. They may be designated 
as business,. financial_and legal failure, all subject to precise 
empirical tests, and econ 1 which is largely a matter 
of theoretical description and determination. 

The phrase, business failure, has been used here to indicate 
those cases Air oHOnTESd Tesucceee in business in which the 
earnings were insufficient to pay even the wages and the cost of 
raw material let alone interests and profits. They were the most 
pronounced cases of failure recognizable. They were of much 
commoner occurrence among industrial enterprises than among 

( railway and public service companies, owing to the relatively 
eR ied fluctuations in trade in the former class, and the 
/ higher proportion of gross receipts that go to material and labor. 
“No railroad would have failed in the depression of the nineties 
had it not Den compelled to meet interest charges in some form, 
whereas there are many small manufacturing businesses which 
‘produce gross earnings entirely insufficient to meet current 
expenses for labor and materials. \Insolvency in such cases 
is a necessary consequence in the long run, although the crisis 
may be postponed as long as the proprietors and stockholders 
continue to meet the deficiency. In the end the business might. 
(be wound up so that no loss fell upon outside parties, but the 
~enterprise would be quite-as surely a business failure as if the 
owners had not come forward with new capital, and the creditors 
had petitioned the corporation into bankruptcy. Business 
“failure of a pronounced form was seldom followed immediately 
ye bankruptcy proceedings. In the majority of cases, the stock- 
holders either subscribed new capital when it was apparent that 
the business could not maintain its costs, or else induced outside 
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banking interests to step into the breach. This process might 
be continued until the stockholders had become discouraged 
or until all the capital has been mortgaged away. Enforced 
liquidation occurred only when the patience of the stockholders 
thus be a business failure for years without manifesting any 
"~~ evidence- , defect except impaired credit and low prices for its 


securities.1 / d 
wp The term J 7 is used to indicate inability to meet 


any form of interest bearing obligation, — floating debts or 


capital liabilities. It is distinctly different from business failure. / 
 \A corporation might long be a business failure) like the Standard “> | 
\ Hove and Twine Company from 1896 to 1905, and not be a ) 
ancial failure in that interest and maturing Obligations were . 

met as they fell due. On the other hand a number of the cor- 
porations with which this book is concerned were not business 
failures in any sense but yet were financial failures in their inabil- 

ity to meet their interest charges at a definite tim€”) Whether 

or not a corporation is to be considered a financial failure depends 
largely upon the policy of the promoters regarding the issue of 
bonds. The Asphalt, the Shipbuilding, the Mount Vernon- 
Woodberry Companies, for instance, would not have faced a 
crisis had the promoters issued stock entirely and not bonds and 
stock. On the other hand many industrial corporations which 


q 


—— 
—S 


(G )The most conspicuous instance of business failure described in the first part 
of this book was the continued lack of success of the cordage combination in the 
years following the reorganization of the National Company. From 1894 to 1912, 
a period of eighteen years, this business was continuously a business failure. Time 
after time one corporation after another was on the brink of bankruptcy when its 
security holders stepped forward and supplied new funds. This process continued 
until even the first mortgage bondholders of the last reorganization could realize 
but a small portion of their claims. Bonds representing money contributed at 
the time of the first reorganization had long since been reduced to stock and finally 
wiped away. Business failure was by no means absent from the history of other 
corporations with which we are concerned, but nowhere was it allowed to show itself 
so clearly or to run forward so continuously as in the succession of corporations 
which followed the old National Cordage Company. Ordinarily it was repre- 
sented by some obscure phrasing as, — “‘ The company’s outstanding obligations 
are being pressed for payment and unless provided for will go to protest.” 

: OThe Asphalt Company of America, for example. 
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have endured to the present time would have failed in a eae 


sense had they been handicapped by even small issues of bond¢.! 


aw aay ___Legal failure is a phrase used here to denote financial difficulties 


followed by the intervention of a court in the appointment of 


areceiver. The tests for this type of failure are distinctly objec- 


\ 


\ 
\ 


tive, the corporation being judged by the court insolvent under 


the law. At the same time, it should be remembered that 
litigation frequently accompanies or follows reorganization, 
and its mere presence is not indicative of legal failure. For 
example, the final reorganization of the United States Leather 
Company was followed by extensive litigation, but in no sense 
was the reorganization the result of the intervention of the court 
in the conduct of the corporation’s business, nor was the cor- 
poration at any time insolvent according to the definition of 
the term in law. 

The cognizance by a court of equity of the fact that the cor- 
poration is insolvent is not of great economic importance. 
Although for practical purposes the appointment of a receiver 
may be of moment it does not help to an understanding of the 
fundamental causes of failure, nor is it of especial significance 
In the subsequent reorganization of the corporation. Owing 
to the expense, the notoriety and the loss in “ good-will,” it 
is better for the principal interests in a corporation confronted 
by a crisis to effect a reorganization before it becomes necessary 


to appoint a receiver. _Even after the appointment ofa receiver, 
it is usually found that committees of security holders are the 


_ best means for rehabilitating the company.— Eight only of the 


twenty-five reorganizations studied in this book were preceded 
by the confessed insolvency of the corporation and the appoint- 
‘ment of a receiver. The proportion is surprisingly small when 
compared to railroad failures, and is explained by the greater 
simplicity of interests involved in an industrial reorganization. 


— a 


) Oa number of the smaller industrial corporations having only preferred and 
common stock would have come under this heading, — United States Cast Iron 
| Pipe Company, American Linseed Company, to mention only two. It is doubtful 


| if, for example, the General Electric Company could have avoided reorganization 


in the depression of the middle nineties had the Company previously issued bonds : 


5 


to only a moderate amount as a eS 


a 


~ 
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Me The i oameariarael a matter o fae 

economic theory. To be regarded as rom the economic oy 
point of view, a business enterprise must pay normal wages, a Sal 
normal rate of interest, and a normal rate of profits. Society | ——— 
will will not use the goods ‘until long after labor has produced them, 


and wages represent the prepayment necessary to induce their tf] 
production. (The - normal rate of interest represents the rate) gre od 


the future value of labor’s products>yIt is the pecuniary induce- 
“ment necessary to induce the prepayment of labor. -In amount 
of rate it is identical for all industries at any one timG) and i is 
determined by the balance between the motives, chiefly psy- 
chological, which tend to supply this discount or prepayment, 
and the demand which society places upon the goods produced 
through the prepayment of the services of labor. Interest rises 
either when the motives for discounting labor decrease, or when 
the demand of society for ete: only through paying 
labor to produce them increase¢.?) It falls in the presence of the 
reverse of either of these tendencies. Under normal conditions 
it is self apuene a eoe the two tendencies are mutuall ae 
limiting. Normal profits represent the return to the inte F: a 
epr Sented in conducting the enterprise/ They are of tw C ! : 


sorts, — 


duced, although labor has been already paid for them; @) the 
exercise of managerial skill in producing the goods with the least 
expenditure for labor, or in other words, at the lowest rate of 


(xe is needless for me to remark that I mean here pure or economic interest. 

source of practically all the difficulty in our current theories of interest lies 

in the attempt to incorporate return on risk and business ability in investing capital 
the conception of pure interest. 

2 Boéhm-Bawerk would say goods produced by the roundabout process. The 
i is the same. Society wants the goods which can be obtained only through 
paying labor now to produce them. The demand for discounting labor therefore 

ases. 

3 One is impressed very forcibly with the relative constancy of pure interest 
from the Greeks and Romans to the present time. Of course the compensation for 
risk, which is usually incorporated with it, varies greatly according to political and 
social conditions. 


‘y 


) 
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discount. Any business is a failure in the ecgnomic sense 
which fails to produce these three payments!’ Economic 


Or he task of applying this generalization to specific instances is difficult, because 
of the necessity of determining objectively the element of normal profit. Wages 
are fixed by standards prevalent in the industry, and the local cost of living; pure 
interest is the same in every industry. Profits, however, are essentially individual 
with each enterprise and each business manager. To decide whether they are 
ufficient in any specific case requires a valuation of the risk involved in that 
articular enterprise, and of the efficiency of management exercised by those in 
control. Such valuations are, obviously, almost impossible. They can only be 
gauged in the most approximate terms. If the failure is sufficiently pronounced, 
and if the capital upon which interest is paid is of the form of a bonded liability, 
egal insolvency results. This is only in extreme cases, however. Many enter- 
rises are, in the economic sense, failures, which the courts are never compelled 
o take cognizance of, because interest payments and profits are not in such form 
at they can be enforced at law. Moreover, under the custom of current cor- 
orate financing, neither interest nor profits are ever clear cut. The bondholder 
sually gets more than pure interest, because he must receive some compensation 
r risk, — which is more properly regarded as profit, —in order to induce the 
investment of his capital in an enterprise not absolutely certain. The stockholder 
ceives his income partly as interest, and partly as profits. The salaries paid 
rporation officials are seldom the only profits they receive, for the managing 
irectors usually prefer to receive some of their profits indirectly through the en- 
lancement of the price of their shares that comes with reinvestment of surplus 
arnings in the enterprise. In actual experience it is, therefore, extremely difficult 
o determine exactly the economic profit yielded by any enterprise. _Roughl 
\|’ it can be determined only by subtracting from the rnings i t 


ing officials. It will not be found to correspond with any specific payment, divi- 
‘+ -dends;Salaries, or surplus earnings. 

To determine whether an enterprise is an economic failure requires a little 
arithmetic. The first step is to determine what the economic profits ought to be 
by determining the risk involved in investing capital in the enterprise, and adding 
to this the theoretic worth of the services of the men governing the business. On 
the other hand, the profits actually made are determined by deducting from net 
earnings the pure interest on the capital investment, and adding to this amount 

the salaries of those who actually manage the enterprise. The specific instance of 
a cotton mill will illustrate the case. It is a fine goods mill of 50,000 spindles 
representing an actual investment of $1,000,000. The ability to manage well a 
mill of this character is not common. We will say the treasurer should receive 
$10,000, and the agent $5,000. These men could receive such salaries elsewhere 
so that their values are subject to competitive adjustment. Suppose, too, the ex- 
perience of investors has led them to believe that about one in every twenty mills 
result in absolute loss of capital. (This risk element is necessarily theoretic. 
It simply means that the chances of loss in the cotton business are one in twenty, 
whether it takes the form of half loss in two cases out of twenty, or quarter loss 
in five out of twenty.) We can now compute the profits necessary, if this enter- 
prise is to be considered an economic success. These amount to $65,000 (yy 


on the amount of capital invested , and adding to the surplus the salaries of manag-_ 


' 
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failure belongs to an essentially dynamic condition in either 
the corporation’s history or the history of the industry. Static 


(1,000,000) + 10,000 + 5,000). Now, in the concrete case we will suppose that the 
treasurer gives his service for nothing, as he has a large stock interest ; and also that 
the agent accepts the position for $3,000 in the belief that the men with whom 
he has associated himself will advance him. We will suppose the mill to make 
an average net profit, during a number of years, of $87,000, after making fair 
allowances for depreciation. Let us say that pure interest is about 4.10%. The 
actual profits of this mill are, therefore, $49,000. (Net income $87,000; less pure 
interest, $41,000; plus salary of management, $3,000 = $49,000.) In the economic 
sense it was a failure, then, although in actual dividends the stockholders may have 
been receiving something like 7 % . €\par value of their shares. The actual 
profits were insufficient to cover thé risk, and in the course of time, the failure of 
other mills, or the attraction of capital to other industries where the actual returns 
more nearly approximate the risk d gradually drive up the yearly profits 
to about $65,000, — provided, of course, our postulates are correct. Had the 
actual profits been in excess of $65,000, the gradual influx of capital into the in- 
dustry would have driven them down to this stable figure. Of course, the risk 
element in any industry is continuously fluctuating, and the rate of pure interest 
moves by wide changes. The point of the present illustration is, that an enter- 
prise is specifically an economic failure unless it can produce an adequate profit 
quite as much as adequate wages and interest. 

*  Another~—illustration_of these theoretical considerations, taken from actual 
experience, may make the distinctions clearer. We will discuss.the United 
States Leather Company. This corporation started business in 1893, with approxi- 

‘mately $60,000,000 of tangible assets, consisting largely of timber lands. There 
was no promoter’s secret profit, or capitalized good-will. Men capable of manag-, 
ing an enterprise of this magnitude are rare. If the responsibility of managing 
the corporation fell on a single executive officer, his salary must be very large. 
As it is the five members of the Executive Committee receive $40,000 a year each 
or in all $200,000. His subordinates in authority would require at least $30,000 
more, and the heads of departments another $20,000 so that the actual salaries 
of management would aggregate something like $250,000. Men who are in the 
ole leather business have told the writer that they would not consider starting 
a new tannery unless with an expectation of at least 9 % on the capital invested, — 
aside from the expenses of superintendence and management. This would make 
the risk about one-twentieth (4 % for pure interest and 5 % for risk). The few 
statistics at hand seem to indicate that-there 1s considerable tnstability in the 
business, caused largely by the long period required to tan hides. This estimate 
of a risk of one-twentieth seems, therefore, fair. Under these circumstances, the 

economic profit of e United States Leather Company ought to have been $3,250,- 

o00. (Risk $3,000,009; salaries $250,000.) The net earnings, after depreciation, 
for the twelve and two-thirds years averaged $3,295,000. The pure interest 
during this period amounted to approximately 4%, or would call for $2,400,000 
per annum. ‘The economic profit, during the period in question, amounted to 
$i,150,000. (Average net earnings $3,296,000; less pure interest on actual capital 
investment, $2,400,000, equals $896,000; plus salaries of management ($250,000) 
gives economic profit of $1,146,000.) The economic profit should have been nearly 
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equilibrium is the natural condition and the level toward 
which all enterprises move, and in this sense economic failure 
is merely an incident to adjustment. A corporation which 
started to manufacture bicycles in 1895 could not have been an 
economic failure, because even negative business ability of a 
marked character would not have prevented the company from 
earning profits, corresponding to positive ability, such was the 
excess of demand for bicycles over the supply. As the industry 
became standardized profits tended to distribute themselves 
in accordance with the risk and the ability of the management. 
Finally, owing to gver-supply, every manufactory of bicycles 


became an economic failure, and could not yield a return on 
—even the most-pesitive business-ability. The swings from over- 


SE Ta meee Geena neem Tell 
success to economic failure bear almost entirely upon the profits 
because the ex “existence ¢ ‘of fluctuations creates the risk and ‘the 


aes: antennae PPAR 


administration of this ‘tisk creates the necessity for business 
~ ability.! ek, 


three times as great. —The United _StatesLeather Company was, therelore, an — 
economic failure. It never became insolvent, in the legal sense, because its capita —_ 
liabilities bore no fixed charges. It was, however, just as much an economic failure 

as a business enterprise, as if its promoters had stifled its life with heavy fixed- 
arges, and it had passed into the hands of receivers in the first year of its history. 
1 J am perfectly well aware that this statement is not in accord with the belief - 
co} inany economists who give to both wages and interest a more significant position 
than I have done here. The present discussion is based on the presupposition that 
wherever the risk element occurs its presence brings into being entrepreneur ability, © 
and the return can only be regarded as profits. When, therefore, because of fluctu- 
ations in the demand and supply of labor, wages in any given case or at any one time 
are above a theoretical normal, the margin is true positive profits; it is balanced off 
y an opposite margin which is true negative profits. As these tend to be equal, 
through a balancing of the fluctuations in the demand and supply of labor, there is 
no entrepreneur ability compensation, no profits, in normal wages. _ If, in the long 
run, any unit of labor secures a positive increment over and above the normal equi- | 
librium wage, that unit of labor has exercised true entrepreneur ability in assuming 
the risks incident toemployment in an unbalanced industry, and the increment will 
represent true economic profit. The presumption applies also to gross interest. 
Only with interest there is always some positive compensation to risk owing to the | 
uncertainty of the immediate liquidation of the specific capital goods that form the } 
basis of the interest payment. The risk of taking gross interest at a particular i 
margin of risk, — the risk of the risk, — yields positive profits if above the normal of 
what the particular risk is worth, negative profits if below. Entrepreneur ability 
here consists of securing positive profits greater than negative. It is securing the 
risk of the risk, in the long run, for less than its absolute probability value. 
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REORGANIZATION EXPEDIENTS 


. The Problem of Reorganization. 

. Methods of securing temporary relief. 

Methods intended to bring permanent relief to the corporation. 
. Summary of expedients. 
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1. The Problem of Reorganization — x 


REORGANIZATIONS resulted from the efforts to rehabilitate 
_corporations after—a—serious_crisis. in their affairs. The crisis 
was usually of a financial nature and the rehabilitation consisted 
chiefly in applying paliatives. Omitting from the generalization 
such reorganizations as those of the American Glug¢ and the oe 
_American Bicycle Companies, all the cases studied here’ show ees 
financial failure due directly or indirectly to the deflection of 
too much money from working capital to interest and dividends. 
The crises occurred when the corporations could no longer carry 
their accumulated loads, and were relieved when the loads were K 
taken away. The burden was permanently removed when 
Eee chicas Gt caneat eatuings] 
ceased to absorb so large a percentage of current earnings. 
__ Reorganizations, therefore, looked first toward the temporary 
> relief of the company and secondly, but no less importantly, 
to the permanent removal of the source of trouble. In each olf 
the reorganizations studied there were these two ends to be 
attained. 

The essential element of every reorganization plan was that 
it should relieve the company of temporary distress. Usually 
the causes were long standing, although their serious consequence 
had been realized only a short time. Industrial corporations 
having no bonds always found it comparatively easy to negotiate 
loans at banks. The management could, therefore, authorize 


a relatively large amount of outstanding notes without creating 
577 
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unfavorable comment from the board of directors or from the 
banks. The tremendous amount of notes outstanding at the 
time of the National Cordage Company’s receivership is an 
illustration of this point. If there was a relatively small bond 
issue and the merchandise carried by the corporation was readily 
appraised and marketed, as is raw cotton for instance, the corpora- 
tion would ordinarily experience little difficulty in negotiating 
notes. / It is not surprising, therefore, considering the tendency 
of et managements to follow an unconservative policy regard- 
ing interest and dividends, and the willingness of banks to pur- 
chase the corporation’s notes, that a heavy load of floating 

Kaebt often accumulated before anyone fully realized its signifi- 
cance. 

This heavy load of floating debt quickly brought about a 
crisis in the company’s affairs. This might be occasioned 
directly by a crisis in the general financial situation, as the 
panic of 1893 precipitated the National Cordage failure, and 
that of 1907, the Westinghouse failure. It might be a crisis in 
the company’s own management, (as the unwillingness} of the 
Bethlehem Steel Company’s Directors to longer support the 
weaker shipbuilding yards directly precipitated the failure 

\ of the United States Shipbuilding Company, and the rise in the 
price of raw cotton caused the confession of the New England 
Cotton Yarn Company’s difficulties. But in each case, as 
inherent lack of earning power invariably lay at the root of the 
increasing floating debt, and the germs of the trouble had been 
present for some years, the management had each time allowed 

«the plants to lapse into_poor physical condition; so that in addi- 
tion to the heavy floating debt, the distressed company was 
suffering from under maintained and antiquated equipment, _ 


iving relatively high costs of production. When the directors 


came to a full realization of the conditions that confronted them, 
they looked about for assistance. _This was _the—peint-where ] 
failure became imminent and reorganization necessary. 
The relief had to come immediately for the weight of difficulties 
was usually upon the company before it could be foreseen. 
In the majority of cases, the serious character of the trouble 
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board of directors had little intimation of the impending troubfe,' 
as the president and one or two executive officers were the only 
persons fully acquainted with the actual conditions of the 
business. Quite frequently the bankers, who ordinarily nego- 
tiated the company’s notes, were the first outside parties to 
suspect trouble. 

The character of the action taken in response to the crisis 
depended upon the width of holdings of the company’s securities, 
and the amount and kinds of securities already issued. If the 
stockholders were comparatively few, plans of reorganization 
were announced almost before the general public was informed 
of the company’s distress. In this way much unpleasant notoriety 
could be avoided. Such a policy was followed in the first reor- 
ganization plan of the United States Shipbuilding Company, + 
and in that of the United States Cordage Company.? If , 
all the securities were very closely held, the reorganization was | 
consummated without attracting further attention. This 
was certainly desirable, for_the-more—unfavorable notice—the 
company received, the greater the permanent injury to its credit. 
But experience has shown it to be almost impossible to effect 
a quiet reorganization. In order to remedy the inherent diff 
culties in the corporation’s affairs, sacrifices must be mad 
by the holders of securities, and security holders will not make 
sacrifices unless they are fully acquainted with the necessity 
and given an opportunity to express their opinions. In both 
of the instances mentioned above, committees of stockholders, 
who considered themselves aggrieved, arose and demanded a 


was not known by the business world. Sometimes even © 


| ae of the directors of the National Cordage, Westinghouse, American Malt- 
, National Asphalt, United States Realty, the New England Cotton Yarn Com 
panies, to mention only a few cases, did not know of the serious trouble confrontin 


their corporations until almost the time of the public announcement of di ies. 
Sometimes prominent direc i i a few _weeks before the crisis 
in which things were said which misled the public. These reassurances were 


usually due not_to deception but to ignorance, It should be remembered that 
many directors are too busy with other affairs to follow accurately the condition 
of every corporation which they are supposed to direct. They depend on state- 
ments of officers, frequently tinged with unwarranted optimism. 


2 Supra, pp. 501 and 152. 
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full explanation of the causes of the trouble. In the Shipbuilding 
case, there resulted prolonged and disastrous litigation, which 
seriously injured the Bethlehem Steel Corporation. In the 
Cordage case, two plans were put - forward and~ discussed, the 
reorganization was delayed and the misfortunes of the Cordage 
consolidation were. widely talked of much to the detriment of 
its credit. In brief, a quiet reorganization, put through without 
attracting unfavorable comment to the company, has usually 
been impracticable. 

A reorganization without involving direct sacrifices of the 
security holders could sometimes be made without attracting 
much unfavorable comment. If the corporation had paid 
dividends on its stock for a considerable period of time, if its 
securities had a high standing in the investment market, it 
sometimes appeared to the Board of Directors that the immediate 
difficulties could be averted by the issue_of new stock on an 


—attractive-basis. This was usually the plan adopted if the need 


ft 


f- Westinghouse reorganization, too, a new stock issue was offered 


sale precipitated the crisis because the new issue was s interprete 


for more money could, by any stretch of the imagination, be 
attributed to a plethora of new business. The three notable 
instances in which the plan of issuing stock was tried, as the 
clouds began to thicken, all proved failures. The National 
Cordage Company offered new preferred stock at its par value, 
the old was then selling well above par, — about two month 


before its insolvency. Instead of helping matters, the attempte 


x ulators as a sign of hidden weakness./ In the first 


to stockholders on very favorable terms about six months before 
the reorganization. It was a practical failure, and brought in 
an amount of new capital that was insignificant when compared 
with the floating debt. In the second Westinghouse reorganiza- 
tion, new stock was again offered about six months before the 
failure. Few stockholders subscribed and the small amount 
of new cash obtained was again of inconsiderable assistance to 
the Company. In the majority of the cases of reorganization 
described the offering of a new stock issue for voluntary sub- 
scription would have been markedly inexpedient. No s 
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scribers would have come forward and the confession of weakness 
would have injured the chances for a more successful reorganiza- 
tion. The mere fact that the plan failed in the three instances 
mentioned, when the corporation was in each case presumably ‘| 
perfectly solvent and its securities on an investment plane, 
seems to show that little confidence can be placed in the_volun- 
tary subscription to new stock in the face of a threatening 
crisis. 

When neither a secret reorganization nor the voluntary sub- 
scription to new stock proved practicable, the management 
was compelled to confess the weakness of the corporation. 
Immediately one or more committees arose, usually self ap- 
pointe,’ which finally proposed a plan for rehabilitating the 
finances of the corporation. This plan invariably had in view 
those two major purposes mentioned earlier, — provisions 
for new capital and provisions for the permanent relief from the 
conditions that were believed to have brought on the crisis. 
As these two purposes lead to distinctly different methods of 
treatment, they will be discussed separately. 


2. Methods of Securing Temporary Relief — 
rg SLRS REE GS ART 


The immediate necessity of every plan of reorganization, — 
not consummated mainly for extension of control,— was a 
provision for supplying new capital with which to fund the 
floating debt. This was accomplished in one of four different 
ways. The money was contributed by outside bankers _ 


who purchased bands or notes on liberal terms, by the stock- 
holders alone, by the bondholders with perhaps partial 


' 1 The’membership in these committees is sometimes sought after because of the 
lly liberal compensation for merely nominal services. Quite generally, a 
cretary or the ‘‘attorneys to the reorganization committee,” do the actual 
work and even formulate the plan of reorganization. The members often merely 
attend meetings and give moral support to the work of their attorneys. Officers 
of prominent banking firms and institutions seek or aré sought for these positions. 
In the resulting plan of reorganization compensation for its services is very carefully 
guarded by the committee. On the other hand, some committees, like that of the 
second Westinghouse reorganization, devoted time and labor unsparingly to the 
rehabilitation of the corporation. 


Pad 
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assistance from the stockholders, b holders of the 
floating debt acting either independently or with the assistance 
of outside bankers. It sometimes happened that some assis- 


tance came from two or more sources, as in the case of the first 
Westinghouse reorganization when the new capital was supplied 


by independent bankers and the stockholders, while the holders 
of the bank debt and the merchandise creditors funded their 


claims into preferred stock. In the recent Westinghouse reor- 
ganization the same expedients were resorted to a second time. 
Generally speaking, however, the four methods for obtaining 
new capital were relatively distinct from each other, each being 
resorted to as the response to a special set of conditions. 

The simplest and, from many points of view, the easiest 
method of procuring capital in an emergency was to sell securities 
to outside banking houses, which would in turn offer them to the 
public. This method had the great advantage of not creating 
the necessity for individual stockholders to act. And although 
the sacrifice was theirs, as the new securities were placed ahead 
of their stock, this sacrifice came in the form of the lessened 
market value of their shares and not in any direct contribution. 
Their consent could, therefore, be very easily obtained especially 
if it could be alleged that the new capital would, in any way, 
increase the permanent earning power of the corporation. So, 
at least, it has been with the companies here under discussion. 

The difficulty of this method lay usually in the difficulty of 
finding bankers who would come forward and risk their funds 
and their more valuable reputation in an enterprise which was 
approaching or 6n the brink of insolvency. It was only when 
the financial emergency which the bankers were asked to relieve 
could be traced to a clearly defined cause, against which safe- 
guards could be in the future provided, that the bankers were 
willing to lend their assistance. The reorganizations which were 
accomplished through the aid of independent bankers were, 
therefore, those of the least serious kind, as tightenin 
of the money market, a sudden fall of prices, or the immediate 
need of new machinery had caused a temporary emergency 
not likely to recur again. 
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The form of the security sold to independent bankers varied 
somewhat according to the markets, but was ordinarily of the 
type of prior lien bonds or short te te cted from the 
further issue of prior lien obligations.!' Such securities could be 
more easily marketed by the bankers than either debenture 
bonds or stock. The most familiar form of security to be issued 
to meet an emergency of late years, — especially since 1907, — 
has been the short term not put during the period when the 
majority of the reorganizations studied here took place, this 
form of security was little used. Ordinarily when an early 
issue of bonds was resorted to in order to retire a troublesome 
floating debt, there were no previously existing funded liabilities, 
The first reorganization of the American Malting Company 
is a good instance of such a case. It followed the publication of 
the Uhlmann report in which the irregularities of accounting 
were described and the statement made that the credit of the 
company had fallen so low that new loans could not be obtained. 
This statement was made after it became clear that an original 
fund of working capital of $2,000,000 had been changed to a 
floating debt of $3,000,000. From the difficulties arising from 
these revelations, the Company extricated itself by the issue 
of $4,000,000 in bonds, a move possible only because the cor- 
poration had been organized without funded debt, and the value 
of its plants was well above the face of the new bond issue. 
Sometimes, as in the case of the United States Leather Company, 
the charter forbade an issue of bonds. But ordinarily if the 
corporation stood without funded debt, an early issue of bonds 
to retire a rapidly maturing floating debt of unmanageable 
proportions would afford the Company the desired relief. Had 


such a measure been legal it would have rendered unnecessary 


1 la Like the three year 6 % convertible notes of the International Cotton Mills 
Roretlon (New York) which were protected by a covenant that no mortgage 
or other incumbrance could be placed on the Company’s mills while the notes 
were outstanding. 

? Witness the plethora of short term notes issued by railroad and industrial 
corporations in 1907-08, and again in 1913. During the late spring months of 1913, 
they were practically the only means of financing adopted by all the large corpora- 
tions then in need of money. Of course not every issue indicated financial trouble 
but every issue did indicate ‘‘ emergency financing ’’ of some character. 


x 
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the Leather reorganization and had it been resorted to sufficiently 
early, it would have prevented both crises in the history of the 
Westinghouse Company. It might perhaps have given the . 
desired relief to the National Cordage and the Pope Manufactur- 
ing Companies. 

Quite frequently, one might almost say usually, arrangements 
were made in which a part or a whole of the new securities under- 
written or bought outright by the bankers was first offered to the 
old stockholders on what were intended to appear exceptionally 
favorable terms. The first mortgage bonds of the old American 
Malting Company were offered to the stockholders at 95%, 
having been underwritten by the bankers at 90%. At the time 
of the Pope Manufacturing Company’s reorganization, the 
first lien notes were offered to the stockholders with a liberal 
bonus of common stock. In the case of the Malting Company’s 
bonds, the stockholders failed to respond whereas practically 
all of the Pope Company’s notes were acquired by the stock- 
holders, so that little positive assurance can be placed upon the 
willingness of the stockholders to purchase the new securities. 
In every case, the bankers or the management sought to make 
it clear that the stockholders were securing the bonds or notes on 
exceptionally favorable terms,! so that the offering could in no 
sense be regarded as an assessment. 

The table on the following page summarizes the provisions 
taken for obtaining new money in those reorganizations in which 
the required capital was furnished by independent bankers. 

The method of raising new capital by contributions from 
stockholders, the second possibility, was resorted to when it 
seemed necessary to appeal to any security holders. It was 
apparently, too, the fairest to all concerned because in the end 
the stockholders alone were the owners of the business, and should 


1 For example, the Standard Gas and Electric Company (Delaware) having 
taken over some lighting properties in Louisville, Kentucky, sold short term, col- 
lateral trust notes in 1913. To encourage the interest of the stockholders, the 
management pretended to offer them the notes at a slightly lower price than that 
at which the public were asked to subscribe. Two months later the Directors 
declared the preferred stock dividend in ten year script instead of money, alleging 
as an excuse a variety of causes but not mentioning the fundamental cause. 
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bear the burden of losses as they would reap the advantage of 
profits. 

The simplest form of stockholders’ subscription was the mere 

Passes of a part of the holding without the contribution of 
new money. The stock thus surrendered was sold by the cor- 
poration for money or used to acquire other interests which 
gave sufficient added strength to enable the corporation to pass 
through the crisis. This was the method adopted at the first 
Westinghouse reorganization. The stockholders contributed 
no funds, but surrendered two-fifths of their shares, which were 
then made immediately available as treasury stock for sale 
to bankers and merchandise creditors. The same plan was 
followed in the reorganization of the National Starch Manu- 
facturing Company where the stock surrendered was used to 
purchase the United Starch Company. It was employed later 
in the Corn Products Company’s reorganization, when the 
old stockholders surrendered a third of their holdings in order 
to acquire the large competing plant of the New York Glucose 
Company with its high credit and abler management. A 
similar surrender of stock, without direct payment of new funds, 
was the main feature of the second Malting reorganization. 
Here the purpose of the sacrifice was merely to improve the 
Company’s credit and reduce its capitalization. The table on 
the next page illustrates those reorganizations which were effected 
without money subscriptions by the stockholders, but which 
involved a surrender of a portion of the stockholdings. 

The more ordinary method of securing assistance from stock- 
course, the familiar method resorted to in railway reorganizations, 
and, although not universally adopted, has become the custom- 
ary practice in the reorganization of _industrial corporations. 
In the vast majority of cases, stockholders do not voluntarily 
come forward with subscriptions of new money and the more 
serious the crisis the less willing they are to come to the rescue. 
Ordinarily considerable pressure has to be brought to bear to 
induce their response, and some individual pecuniary advantage 
has to be presented to them. In deference to this feeling it has 
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REORGANIZATION BY STOCK SURRENDERED BY STOCKHOLDERS 
FOR WHICH NOTHING WAS GIVEN 


Percen- 
tage 
Reorganizations Date Stork Use Made of Stock 
ur- 
rendered 


United States Leather Company. Common ........ 1905 70% Cancelled, Given to Pre- 


ferred and to New 


Interests 
Nationall Starch Company: .\-jajs.c1s.<< 20 <4 fais cite soc 1902 
Preferred #45. 30 Gt: PEL A ae ette oe Re koelate seek BAae 5 % | Cancelled 
Gommon Merman eats coe econ aoa ann 1o % | Cancelled 
Westinghouse Electric and Manufacturing Company 1891 40 % | Sold by Company 
CormPbroducts|Company.....avien dee een trae as 1906 | 33$% | To Acquire Competing 
Interests 
Standard Rope and Twine Company ............... 1905 | 100 % | Issue Extinguished 
United States Realty and Construction Company ...| 1904 | 85 % | Cancelled 
American Malting Company®......<.---.cs0.ssecee 1905 
Preferredittrems e) Seas cso aw eke deeb: Satao 38 % | Cancelled 
(Gay Sees aero AR ee ee Bae 56 % | Cancelled 
Mount Vernon-Woodberry Cotton Duck Company ..| 1901 334% | Cancelled 
United States Cotton Duck Corporation ............ 1905 60 % | Cancelled 
Consolidated Cotton Duck Company .............. 1910 50 % | Cancelled 
International Cotton Mills Corporation ............. 1913 
Preferredir yi doistersiie elevace co otes ass ioie) ths 1s oieisvasayois adie 23 % | Cancelled 
Common epoca etter reenact es cteteae ih 834% | Cancelled 
United States Shipbuilding Company .............. 1904 | 100 % | Issues Extinguished 


been the universal custom to give the old stockholders new 
securities for their money assessment, but even then, it has been 
far from easy to persuade them to come forward with their 
contributions. _ Generally the new securities offered in return 
for money payments have been given some preferential advan 
tage over the old securities, — or at least over the stock of thos 
who refused to pay the assessment. Among our present cases 
there was one notable exception to this rule. In the second 
Westinghouse reorganization, the stockholders were invite 
to subscribe to the amount of one-fourth of their old holding: 
in common stock, but this stock was no wise different in lien o 
preference to dividends from the old common stock, nor were 
those who came to the rescue of the Company placed in any 
better position than those who failed to respond. The fact 
that there was some response to the plan was due to the wel 
justified feeling that the Westinghouse Company’s stock was 
worth, in assets and earning power, its full par value. 
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_. Generally speaking, a reorganization which contemplated an — 
assessment on the stockholders provided for the formation 
of a new corporation which should ultimately acquire the physi- 
cal assets of the old corporation. This was usually considered 
essential in order to eliminate those of the stockholders who 
refused to bear their share of the burden.t It could only be 
resorted to when conditions were distinctly serious. The winding 
up of one corporation and the incorporation of another is expen- 
sive. Not only do the attorney’s costs amount to a considerable 
sum, but the corporation loses the trade standing of an estab- 
lished name. Although the United States Leather Company 
passed out of existence some time ago, and all its assets were 
acquired by the Central Leather Company, still the old title 
was maintained by the subsidiary selling company because 
the name had become well known in the leather trade. 
Customers become accustomed to a business name and 
if the corporation’s affairs are conducted in an honorable 
fashion it is not to the Company’s advantage to change it. 
So that quite frequently, when it appeared to be necessary 
for a new corporation to be formed, the name was not changed, 
but a new charter for a corporation of the same name was taken 


_ out under the laws of another stat Another disadvantage 
\-of a new charter, not so pertinent to industrial reorganizations 


as to railways, is the loss which comes with the legal winding 
up of a corporation, of privileges of an old charter or of advanta- 
geous leases and contracts. 

In case, from every point of view, the judicial sale of the 
assets of a corporation seems necessary in order to force the 
stockholders to come forward, it is customary to have the sub- 
scriptions underwritten, for otherwise the whole plan might ac- 
complish nothing except the extinction of certain interests without 
securing to the new corporation the needed funds. This under- 
writing expense is apparently necessary although frequently 


1 The second Westinghouse reorganization again forms an exception to the rule. 
? Pope Manufacturing Co. (N. J.) became a Connecticut corporation. 

New England Cotton Yarn Co. (N. J.) became a Massachusetts corporation. 
International Cotton Mills Corp. (N.Y.) became a Massachusetts corporation. 


REORGANIZATION. EXPEDIENTS. . - 589 


a heavy drain, as it generally amounts to at least 10% of the 
new cash supplied. Thus the members of the syndicate managed 
by Kidder, Peabody and Company in the New England Yarn 
reorganization received a commission of 5% for their subscrip- 
tions and the managers another 5%. The risk is sometimes 
considerable, and losses like that of the Sheldon syndicate of 
the Shipbuilding Company, and the Hallgarten syndicate of the 
Realty Company are by no means unusual. In such cases the 
compensation was perhaps none too much, but in the majority 
of instances, where the reorganization was so drastic that the new 
securities were of assured value, the risk was comparatively 
slight and the commissions to the banking houses seem dis- 
proportionately large. At all events, they were a direct load 
on the new corporation of which the stockholders obtained 
only an indirect benefit. A better policy for the reorganization 
committee to adopt was that of paying the bankers in stock of 
the new company, so as to assure the continued interest of the 
banking house based on distinct personal advantage. See table 
facing page 596. 

The table on the following page shows those reorganizations in 
which money subscription was forced from the old stockholders 
through the sale of the assets of the old corporation to a new 
corporation formed for the purpose. In the table are included 
cases in which the bondholders coéperated with the stockholders, 
but a detailed discussion of this aspect is given later. 

+The third method for securing temporary relief was through 
the forced subscription of bondholders. This method was 
applied only to corporations having a considerable funded 
debt, and then only when their financial difficulties were com- 
paratively serious. It was the only alternative open, when the 
stock of the company had become worthless on the market. 
In such a case, the equity had become almost valueless and the 
shareholders, having nothing to lose through the bankruptcy 
of the corporation, could not be expected to provide adequate 
relief. The bondholders alone had then a real interest in the 
property of the corporation, and were forced to put their shoulders 
to the wheel if they would preserve any value to their securities. 
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In these cases, it is obvious that the worse the affairs of th 
corporation became, the more its bondholders were concerned 
with its reorganization. Needless to say, also, that reorganiza- 
tion in such cases was accomplished, almost invariably, through 
the winding up of the affairs of the failed corporation, and the 
judicial sale of its assets to a new one owned principally, if not 
entirely, by the old bondholders. But even in a case in which 
there was practically no equity left to the shareholders, and when 
the whole reorganization was arranged by committees formed 
from the holders of the funded debt, it was customary to give 
the old stockholders a chance to preserve an interest in the new 
corporation through the payment of a considerable assessment. 
In only three instances were the old stock interests entirely 
extinguished out of the twenty-four reorganizations discussed 
in this book. In these three instances, the Standard Rope and 
Twine Company, the Pope Manufacturing Company and the 
United States Shipbuilding Company, the securities were worth- 
less on the market and the slightest acquaintance with the facts 
showed that the shareholders had no just claims to any of the 
property of the corporation. 

When sacrifices were necessary from the bondholders, the ease 
with which the réorganization could be consummated depended 
somewhat upon the number and amount of the issues of funded 
debt. When there was but one mortgage on the property, and 
that equal if not greater than the assets, the assessment or 
other sacrifices were usually distributed evenly among the 
bondholders. A foreclosure and subsequent judicial sale of the 
property was necessary in order to eliminate the old stock inter- 
ests, and the bondholders who refused to bear their share of the 
burden. These latter were paid off in accordance with the price 
received at the foreclosure sale, but as this price was usually 
low compared with the face value of the bonded debt, those of 
the bondholders who refused to participate in the reorganization 
were paid a relatively small percentage of the value of their securi- 
ties. Thus in the Asphalt reorganization, those holders of the 
old Asphalt Company of America’s bonds, who did not exchange 
them for the preferred stock of the General Asphalt Company, 


. 


~~ 
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\ received only 11% of their par value! The policy in most ~ 

reorganizations has been to make the plan of exchange of 
securities so attractive that the claims to be met by payments 
of money were as small as possible. No general principles can 
be laid down concerning the kind of securities given for the 
money subscribed by the bondholders. If the lien they already 
had was a first mortgage, they could be given nothing better 
in exchange for their subscriptions. Thus in the United States 
Shipbuilding final plan, the first mortgage bondholders were 

' allowed to subscribe to the new bonds, while their old first mort- 
gage bonds were refunded into preferred stock. Again, in the 
Standard Rope and Twine reorganization, the money sub- 
scribed by the bondholders represented no lien superior to that 
of the old bonds. If, on the other hand, the old funded debt 
was not secured by a first lien on the property, it was usual to 
give a first mortgage for the new money subscribed, as in the 

’ case of the National Cordage reorganization. Such a practice 
was not, however, the universal custom, especially if the failure 
was serious. In that case the old bonds are pushed back to a 
second preferred or to common stock, and preferred stock given 
only for the money subscriptions. This was exactly the plan 
adopted in the reorganization of the unfortunate American 
Bicycle Company. 

When there was more than one kind of funded debt, the 
problem of the just distribution of the responsibilities was no 
easy one to solve to the satisfaction of all interests. In the 
first plan of the reorganization of the United States Cotton 
Duck Company, the decisive problem was to determine the 
relative rights of the first mortgage bondholders and income 
bondholders of the Mount Vernon-Woodberry Company 
and the holders of the first lien on the United States Company’s 
mills not included in the Mount Vernon group. The plan failed 
utterly because these three interests could not agree on a division 
of the sacrifices necessary to obtain a harmony of interests. In 
cases where the prior liens were unmistakably less than the 
actual assets of the business it was customary to allow them to 


1 Supra, p. 460. 
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remain undisturbed. This was done quite generally with small 
first mortgage issues, even when the junior security holders 
were compelled to make considerable sacrifices. The position 
of the Trinidad Asphalt Company’s first mortgage bonds in the 
drastic reorganization of the asphalt companies and the under- 
lying bonds of the Bethlelem Steel Company are instances in 
point. The following table shows the cases in which the bond- 
holders were the chief factors in extricating the company from 
its failure. It should be remembered, however, that in nearly 
every case some money was furnished by the stockholders also, 
and for purposes of comparison this is added in the table. 
t—The fourth method of securing temporary relief from a heavy 
burden of floating debt was to shift the responsibility from the 
security holders to the creditors of the corporation. The 
creditors were bankers either acting for themselves as holders 
of the floating debt, or in codperation with the merchandise 
creditors. Just as recourse to the bondholders was taken only 
after it seemed as if the stockholders were unwilling to relieve 
the situation, so recourse to outside creditors was had only when 
the crisis in the affairs of the corporation was so serious that the 
stockholders and bondholders together were unable to accom- 
plish a reorganization. In this situation, the outside creditors 
had usually the alternative of either liquidating the affairs 
of the corporation, which usually meant that they would realize 
only a portion of their claims, or else taking hold of its affairs 
and reorganizing the corporation themselves. The latter alter- 
native was almost Ae ONES as the creditors, by threatening 
to wipe out one or another class of security holders, were able 
to obtain some help from them. If the property of the corpora- 
tion was valuable, as that of the Westinghouse Company after 
its second failure, the creditors were in a position to carry out 


oh he only exception in the previous historical accounts was the final liquidation 
of the Standard Cordage Company by its bondholders in 1912. Such liquidations 
are very rare in every class of reorganization. Among railroads they would be 
most common under equipment mortgages or deeds of trust owing to the movable 
and readily salable character of the assets securing the obligations. Yet the 
present writer knows of but a single instance, that of the Detroit Southern Railway, 
where the security was actually taken and sold. 
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the reorganization in accordance with their own plans. If they 
had, as in the National Cordage case, liens on specific quantities 
of material, their position was even more secure, and they were 
able to exact, not infrequently, onerous terms from the unse- 
cured creditors and bondholders. Few instances have existed 
in which the corporation was in such straits that the creditors 
were the only interested parties. Long before this condition 
was reached the corporation had probably issued mortgage 
after mortgage, and the senior bondholders had nearly always 
something to preserve. When the creditors were the chief 
factors, the plan usually took the form of a compromise. The 
holders of the senior securities, besides sacrificing something 
of the par value of their bonds, contributed money to be used 
in rehabilitating the business. _In consideration of this conces- 

sion the creditors usually consented to fund their debts. The 
difficulty arose in the adjustment between the liens of the securi- 
ties issued for the bondholders’ money, and those issued to fund 
the debts of the creditors. An adjustment of this difficulty 
depended largely. upon which interest was fortunate enough 
to hold the whip hand. If the bondholders were secured by a 
first mortgage on essential real estate, they were in a position to 
exact preferential terms, whereas if the creditors were secured by 
liens on specific quantities of merchandise, they were in relatively 
the stronger position, because of the greater ease in marketing 
their security. The following table illustrates the distribu- 
tion of securities when the outside creditors accepted new 
stocks or bonds for their debts. 

In all reorganization plans the immediate relief of the corpora- 
tion was secured from one or more of the important sources 
just summarized. If the crisis was not serious, the manage- 
ment could secure aid from bankers; or the stockholders were 
willing to contribute all the necessary funds, although they might 
require that the holders of funded debt should make sacrifices in- 

1 In the case of the United States Cordage reorganization, the old first mortgage 
bonds drew back to income bonds, on condition that all classes of stockholders 
should contribute money to fund the floating debt. These same first mortgage 


bonds represented part of the securities given to pay the large unsecured floating 
debt in the first reorganization. 
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SUMMARY STATEMENT OF SOURCES OF NEW MONEY 


———SS—== = — = — = = ——_= = = = — 
C - P 
Date : E rocecas Proceeds | Proceeds | Amount : Total Par Value | Fixed and the New 
of Methods for Subscriptions scription | of Sub- of Sub- of Debt Kinds of A First | Amount of of Issues Con- Money 
Fail- Securing New Voluntary or by Inde- scription | scription Funded Security Given Lien Money Given in tingent | Must Earn 
ure Money Involuntary pendent | by Stock- | by Bond- by for Subscription | Security} and Debt Exchange Charges to Pay 
Bankers holders holders | Creditors Subscribed on Issues Charges 
% 
National Cordage Company; United States Cordage Company 1893 Stockholders Involuntary Wants $3,000,000 none atc First Preferred No $10,000,000 | $10,000,000 | $660,000 6.6 
Creditors Involuntary ae $7,000,000} First Mort. Yes 
Bonds & Notes 
ues States Cordage Company; Standard Rope and Twine | 1895 Stockholders Involuntary seas 3,000,000 one etree 1st Mort. Bonds | Yes 3,000,000 3,000,000 180,000 6 
ompany 
Standard Rope and Twine Company; Standard Cordage Company | 1905 Bondholders Involuntary ane pees $1,076,500 oe ts ist Mort. Bond Yes 1,076,500 1,076,500 53,825 5 
Westinghouse Electric and Manufacturing Company; Same 1891 Bankers Voluntary $1,000,000 BB ist Pref. Stock Yes 3,000,c000 3,000,000 210,000 7 
Creditors Voluntary Sees 2,000,000] 1st Pref. Stock Yes 
Westinghouse Electric and Manufacturing Company; Same 1907 Stockholders Voluntary Jeroe 6,000,000 es vate ee. Common Stock No 17,500,000 275,000 1.6 
Creditors Voluntary aise ates sine 11,5c0,000| About Half No 17,500,000 
Bonds & Stock 
American Bicycle Company: Pope Manufacturing Company 1902 Stockholders Tnvoluntary hie 2,429,676 anne eee ist Pref. Stock Yes 2,429,076 2,420,076 145,780 6 
Pope Manufacturing Company; Same 1907 | Bankers Voluntary 800,000 eats ee iets ShortTermNotes| Yes 800,000 1,390,450 78,000 9-9 
American Malting Company; Same 1899 Bankers Voluntary 3,600,000 onions sae spice 1st Mort. Bonds | Yes 3,600,000 4,000,000 240,000 6.7 
New England Cotton Yarn Company; Same 1903 Stockholders Involuntary ees 1,80c,000 ererets Pete Preferred Stock No 1,800,000 2,000,0c0 120,000 6.7 
Mount Vernon-Woodberry Cotton Duck Company; United States| 1901 | Bankers Voluntary 2,75C,000| .... sees sees Pref. and Com.| Yes 2,750,000 5,800,000 | 165,000 6 
Cotton Duck Corporation Stock 
Consolidated Cotton Duck Company; International Cotton Mills} 1910 | Bankers Voluntary 3,700,000 areicts SAIC ate Notes, Pref. and | Part 3,700,000 6,400,000 239,000 6.5 
Corporation Com. Stock 
International Cotton Mills Corporation; Same 1913 | Bankers Voluntary 7:925,000 sivieis isis tee. N vad Breland Part 7,925,000 | 12,850,000 559,000 71+ 
. r (! n 1902 Bankers Voluntary 2,250,000 2o8e Common Stock No 2,309,514 4,500,000 ° 
National Asphalt Company; General Aspbale COmpADy Stockholders Involuntary Pees 53,698 sate oe Common Stock No = 
Bondholders Tnvoluntary aiiye 95,816 Sates Common Stock No 
United States Shipbuilding Company; Bethlehem Steel Cor-| 1904 | Bankers Voluntary 2,625,000}... S250 sisieve Bonds Yes 2,625,000 | 3,000,000 | __180,000 70+ 
poration 
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volving a lessening of their principal or interest. If the crisis was 
more serious, the reorganization might be undertaken by the 
bondholders who might enlist the help of the stockholders on the 
promise of some stock interest in the reorganized company. If 
the crisis was very severe, involving a serious business failure, the 
holders of the floating debt were compelled to take the principal 
part in the reorganization. In that case the old security holders 
were allowed to acquire an interest in the new business on the pay- 
ment of a considerable assessment. The adjoining table illus- 
trates all the various reorganizations considered, in which the 
subscription to new capital was an important feature. 


3. Measures Intended to Bring Permanent Relief to the Corporation 


\ The attempt to relieve the immediate distress of the company 
was always the initial step in any reorganization, but it did 
not relieve the causes which brought about the crisis. Recog- 
nizing this fact all those concerned with the reorganization 
understood the imperative necessity of accomplishing a more 
thorough readjustment than that involved in the mere tem- 
porary relief of the burden of debt. Reorganization committees 
in planning to remove the causes of distress have ascribed these 
causes to one or both of two different sets of conditions, — 
(1) trade conditions, involving over-production and disastrous 
competition (2) errors of capitalization, involving excessive 
payments in fixed and contingent charges. These two funda- 
mental causes are radically different and require separate con- 
sideration. 

Many reorganizations have been brought about very largely 
in order to reduce competition. This was the direct purpose 
of the Starch Manufacturing Company’s reorganization in 
1898, and the subsequent amalgamation of the National Starch 


and the Glucose Sugar Refining Companies. _In fact it may be 


_ said to have been the underlying motive for all the reorganizations 


of the starch and glucose consolidations. It was one of the chief 
purposes in the first Mount Vernon-Woodberry Company’s 
refinancing in 1901, and in the Asphalt Company of America’s 
reorganization in 1900. It was a minor purpose in several other 
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organizations where the hope of a better control over the market 
added a stimulus to further investment of capital. 
Reorganizations which intended to suppress competition have 
not, for legal reasons, thrown this purpose into the foreground. 
The object has been indirectly stated by mentioning the evil 
results of over-production and low prices, and by contrast- 
ing the percentage of the industry that the new corporation 
would be expected to control with that controlled by the old. 
As indicated by the promotion prospectus, experience has shown 
that the ordinary investor believed readily in the fallacy that the 
larger the apparent percentage of control in an industry, the 
larger the profits through monopoly prices. The price policy 
of many corporations shows clear signs of its influence. It was 
a common practice among many of the industrial consolidations, 
especially those formed before 1899, to raise the price of their 
products, on the expectation of being able to control the industry. 
In almost every instance, the policy operated to the disadvantage 
__of the corporation, for the management soon found itself con- 
fronted, at every turn, by new competitors attracted to the 
margin of profits. These new manufacturers could further 
take advantage of improved technical processes and so make 
their manufacturing costs as low or even lower than those of 
the large consolidations. The management of the old Starch 
Manufacturing Company’s mills, for illustration, was out- 
generaled at every point, till the trade gradually slipped away. 
When the Mount Vernon-Woodberry Cotton Duck Company 
sought, in its earlier years, to maintain prices at an artificial 
level, cotton mills all over the South were refitted as duck mills. 
The National Cordage Company stimulated outside production 
in its efforts to inflate the prices of both hemp and cordage. 
The history of the Asphalt business in this country, up to and 
including the formation of the National Company, was the 
history of one continuous effort to maintain artificial prices 
through the suppression of competition by purchasing the new 
me that bore the signs of promise." 


\j The observations of Chairman A. W. Green in the Annual Report for the 
tional Biscuit Company for rgor are interesting to the student of economics. 
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In an industry where an abnormal level of prices was main- 
tained by the help of either the tariff or_basic patents, like the 4 
plate glass industry on the one hand and the aluminum industry ~~ 
on the other, the policy of suppressing competition might prove 
successful in the long run. The chances, even with these favor- 
ing conditions, however, were against success. Public sentiment 
has long been incited against a tariff that enabled an industry 
to thwart economic laws, and has frowned upon the perpetuation 
of a monopoly by long enduring patent processes. When, 
on the other hand, as with these cases now under analysis, a 
corporation with even a large control of an industry tried to 
maintain an artificial level of prices without the assistance of 
the tariff or other special advantages in its favor, the policy 
defeated its own end. Capital flowed easily in the direction 
of the greatest margin of gross profit, on the well-established 
belief that an abnormally high rate of return indicated that the 
supply was less than the demand.! 


“When the Company started it was believed that we must control competition, 
and that to do this we either fight or buy it. The first meant a ruinous war of 
prices, the second constantly increasing capitalization. Experience soon proved 
to us that instead of bringing success, either of these courses, if persevered in, must 
bring disaster. This Jed us to ask ourselves whether the Company, to succeed, 
must not be managed like any other large mercantile business. We soon decided 
that within the Company itself we must look for success.” 

“We turned our attention and bent our energies to improving the internal 
management, to getting the full benefit from purchasing our raw materials in large 
quantities, to economizing the expense of manufacture, to systematizing our selling 
department, and, above all things to improving the_quality of our goods. It 
became the settled policy of this Company to buy out no competition, and to that 
policy, since it was adopted, we have steadfastly adhered and expect to adhere 


tofhe end.” 
Every large business is in a position to be “ held up” by an unscrupulous 
> moter who builds a factory and starts an advertising campaign in order to induce 


the directors of the corporation to “buy him out.”’ This was done in the early 
days of railroading, when a cheaply constructed branch line would be built in order 
to induce the directors of the main line to acquire it under exorbitant conditions. 
The late John Murray Forbes called these “ cats’ tails ” when presented to the old 
Chicago Burlington and Quincy Railroad, because, when in the past he had 
offered a bounty on cats if killed on his Island of Naushon, cats’ tails were 
brought in from the mainland and the bounty claimed. Latterly, directors of 
corporations have shown a healthy reluctance to become tools to such projects 
and the promoters have found themselves with unlooked for protegés on their 


, 
y 
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As competition grew, one of two measures was open to the 
large corporation. It could continue to maintain prices at an 
artificial | by absorbing all the surplus supply at the arti- 
ficial pric it could cut the prices in hopes of extinguishing 
competitio#.2 “When the former policy was adopted, there came 
finally a point beyond which the corporation could no longer 
absorb the surplus. It was already overloaded, and the precipi- 
tous drop in prices which occurred when it withdrew its 
support demoralized the market, and hurt the large corporation 
most because of its large holdings. This was exactly the history 
of the National Cordage Company. For two years and a half, 
the Company maintained an artificial level of prices for both 
hemp and cordage. When the panic of 1893 came bankers were 
unable longer to carry the accumulated load of notes brought 
about by the heavy purchases of material and the National 
Company failed. stad Lancet goalie ia 
sold for less than { the cost. If the corporation adopted 
the opposite policy - cutting prices below cost, in retaliation 
against the new competitors, it_again suffered or its 
sales were largest. The new competitors, who could produce 
their goods more cheaply because of more modern plants, ha 
an even more marked advantage. This was shown in the histor 
of the Corn Products Company. 

_ In the presence of increasing competition the large corporation 
failed to perceive that its own price policy was a source of 


hands. A large sugar refinery near New York was built on the expectation of its 
{resale to the American Sugar Refining Company. The latter had, many times 
before, bought out new competitors at fictitious prices. But a change of policy 
on the part of the American Company left this particular refinery in the hands of 
its promoters who had to practically rebuild it in order to run it. An episode 
in the history of the American-Chicle Company is instructive in this respect. The A 
Company was organized by Mr: Charles R. Flint in 1899. It acquired control of 
the well-known brands of chewing gu sidered its position secure. One 
of Chicago, commenced a nation-wide exploitation of a new brand of 
chewing gum. The audaciousness of the plan took the officials of the American 
Chicle Company unaware. Presently, Wrigley offered to dispose of his rapidly 
growing business for several million of dollars in bonds. _This offer was refused, 
but later negotiations were opened on the basis of twice the original figure. The 
rican Chicle Company’s Directors refused to consider the proposition. 
1 Like the National Cordage Company. 
2 Like the Asphalt Company of America. \ \ 
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its diminishing strength, and sought to explain its lessened 
trade position on the ground of over supply and adverse trade 
conditions. In the vain effort to fortify the wall of their 
intended monopoly, the directors looked about for further 
props; they gave credence to the fallacy that financial distress 
was the direct result of increased competition. As a result, the 
corporation was reorganized so as to include the more active 
and enterprising competitors. Not infrequently the new 
interests, having been successful in competing. with the large 
corporation, assumed actual control of it in its new form. This 
was the case when the Bedford management took into its own 
hands the control of the Corn Products Refining Company, when 
the Mack management took control of the Asphalt Company 
of America, and the Jackson-Greene management became 
dominant in the International Cotton Mills corporation. Gen- 
erally speaking, the reorganized corporation, when its control 
was assumed by able men who were previously its most suc- 
cessful competitors, was more benefited by the new business 
ability than by the acquisition of new plants. Quite frequently 
the price policy was changed, and instead of endeavoring to 
thwart economic laws by seeking to sell goods at monopoly 
prices, the new management, schooled in the benefits of competi- 
tion, sought to control the market by the sale of products on 
the lowest possible margin of profit. The Corn Products Com- 
pany and its precedessors sought for years to maintain high 
prices in the Starch and Glucose industries and failed. Not 
the least of the sound business policies adopted by the Bedford 
management, after the reorganization of the Corn Products 
Company, was that of the sale of starch and glucose at prices 
that showed the lower margin above manufacturing costs. The 
Corn Products Refining Company grew strong under low prices, 
whereas its predecessors had grown weak under high prices. 
1 As wise business policy may be gleaned better from success than failure, the 
statements of two of the most successful industrial combinations may be noted. 
President Nichols, in his first report to the stockholders of the General Chemical 
Company, stated, “It is the fixed policy of the Company to depend on the economies 
and improved methods of manufacture rather than increasing the cost to the 


consumer. It is believed that adherence to this policy will, in the long run, produce 
the most satisfactory results.” 1900 G. C. Co. Rep. 1. 
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The following tables indicate the results of those reorganiz- 
ations consummated mainly, if not entirely, to absorb com- 
petitors. 

Although many corporations were reorganized in order to 
extend their control, in the expectation that a monopolistic 
position in the industry would insure large profits, the hope of 
permanent success, in the vast majority of reorganizations, 


lay in the reduction of interest and preferred stock dividend 
‘payments. It was pointed out in the previous chapter on the 


causes of crises that in a large majority of cases financial disaster 
resulted directly from attempts to meet too heavy charges. 
These might have been in the form of interest or dividend, 
but the result was the same,— the accumulation of a heavy 
load of floating debt. To obviate this drain, plans of reorganiza- 
tions have wisely provided that the burden of charges on the 
reorganized company shall be reduced. Sometimes reorganiza- 


The experience of the American Radiator Company, following the same line of 
reasoning, is even more striking, considering the fact that the American Radiator 
Company has been one of the best if not the best managed of the various industrial 
combinations. A depression in trade has been presumed to affect first and most 
seriously those industries directly concerned with building operations. One would 
presume, further, that the sale of improved heating appliances would be seriously 
curtailed during a business depression, — particularly during the panic of 1907 
and the following months of depression. 

The following extracts from the report of the American Radiator Company for 
the year ending March 3, 1909, a year of depression throughout the country, 
is a remarkable commentary on the efficiency of management in preventing fluctua- 
tions in earning power. 

“ Building operations throughout the country at the beginning of the year 1908 

_ were temporarily obstructed by the financial conditions which then prevailed. ... 
The lower selling prices we were able to establish because of the reduction in the 
cost of raw materials induced a large number of people to purchase our products 
for introduction in old buildings, and the business from this source was largely 
increased. This was an important feature of the year’s work. Increasing the 
volume of business, we have been able to reduce the margin of profit. This proves 
an influential factor in extending the field of demand. The employment of publicity 
and advertising methods have impressed upon property owners the sanitary and 
economic advantages which the utilization of our Radiators and Boilers afford. 
This is gradually broadening the demand from all classes of buildings, large and 
small, not only in the cities but throughout the agricultural districts. The volume 
of business and the net profits were greater than for the preceding year.” 10 Rep. 
ARs Ge2: 
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tions have been put through solely to reduce the_contingent 

—<7arges on the preferred stock, FS was the case when the American 

alting Company was reorganized into the American Malt 
Corporation. 

The task of reducing the charges was much complicated by the 
variety in the kinds of securities used in financial plans. In 
our methods of diffused responsibility in finance, we long ago 
inaugurated securities which were intermediate between those 
of creditor and partner. We have income bonds, preferred and 
second preferred stocks, all evolved for the purpose of securing 
capital by a definite but contingent lien on earnings rather than 
on assets. The covert purpose of these anomalous securities 
has been to remove from the creditor the right of foreclosure, 
by giving him a liberal first lien on profits. Liens on earnings 
can be arranged according to a series of steps. The first mort- 
gage bondholders come ahead of all others and the common 
stockholders last. For purposes of absolute control over tan- 
‘gible assets, the line between the securities having fixed and 
those having contingent charges was a most important one, but 
from the point of view of the yield to the common shareholder, 
all claims to earnings ahead of his were equally preferential. In 
general, therefore, there were only three classes of securities, 
although there were many modifications of each. There was, 
first, that class of securities with fixed charges _the_ passing of | 

rag ee aa ences bere wee, second, those 
securities having a fixed Tien on earnings, but the holders of 
which had no legal right to throw the corporation into bank- 
ruptcy if their claims were not met. (Cat ther were-those 
securities which had no preferential claim to earnings, but were 
the residual legatees to all assets and earnings. The status of 
these three classes of securities was of the utmost importance 
in every reorganization. Inadequate earning power to meet 
the fixed charges on the first class of securities always ended in 
reorganization, so that one of the chief | igen ane rE 
tion was to reduce the necessary interest payments. The second 
class, with only contingent claims to earnings, could not lead 
directly to a reorganization through lapse of payments, although 
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the readjustment of preferred charges, as in the Malting case 
cited above, might have been the chief reason for a friendly reor- 
ganization to improve the credit of the Company. It can be 
stated that the securities of the third class, with no special lien 
on property or earnings, were never the immediate occasion of 
a capital readjustment. The reorganizations we have to consider 
where the purpose was to reduce contingent charges, the charges 
on the second class of securities, were distinctly different 
from those in which the main purpose was to reduce the fixed 
charges on the first class. Methods for obtaining the two 
results will be considered separately, and owing to the simpler 
character of the reorganizations it will be clearer to discuss cases 
concerned with the lapse of payments of contingent charges first. 

The contingent charges were either interest on income bonds 
or else dividends on preferred stocks. Income bonds among 
industrials were rare. Of the forty or more different issues 
of securities discussed in the historical pages of this book, only 
two instances of income bonds are to be found, — the Mount 
Vernon-Woodberry Company’s income bonds, and the Standard 
Rope and Twine Company’s consolidated income bonds. In 
one instance only, the former, were they issued at the time of 
promotion. Preferred stocks, on the other hand, were issued 
In connection with practically every financial plan. At the 
time of organization the preferred stocks were frequently cumu- 
lative in their dividend requirements, whereas at the time of 
reorganization they were usually made non-cumulative. In 
the former case the purpose was to make them as attractive 
as possible to investors, in the latter to burden the reorgan- 
ized corporation as little as possible. When a corporation 
had a considerable amount of unpaid cumulative dividends 
standing against it or when the interest warrants of its income 
bonds remained unpaid for a considerable period of time, the 
general credit of the company was much injured.!. And when 

1 For illustration at the present time, February, rg14, the First Mortgage 6 % 
bonds of the American Hide and Leather Company are well secured and are forti- 
fied by liberal earnings and large fluid assets, yet they sell on a 6 % basis. If the 
Company had no load of cumulative charges on its preferred stock, the bonds would 


be on at least 3 % better basis, because the general credit of the company would have 
so much better standing among investors. 


REORGANIZATION EXPEDIENTS 607 


a corporation found itself with a constantly accumulating 
load of unpaid charges, it sometimes arranged for a friendly 
reorganization that the load might be relieved and the contingent 
charges lessened. This was one of the chief motives in all four 
of the United States Leather Company’s reorganization plans. 
It was an important motive in the two United States Cotton 
Duck reorganization plans, but in that case the difficulty lay 
with the income bonds of a subsidiary corporation. This idea 
played no small part, too, in the discussions leading up to 
the Starch Manufacturing, the National Starch, the United 
States Glucose, the American Malting, the Pope Manufacturing 
reorganizations. 
Two methods were employed to lessen such contingent charges. 
Xone was to give the preferred shareholders some compensation 


for the accumulated unpaid dividend claims if they would 
consent to a lessening of the annual r The change could be 


accomplished usually without affecting the status of the common 
stock. It was the device presented in the first and third United 
States Leather plans of reorganization. The method could 
be applied only to the reorganization of corporations which were 
sure of erous times ahead, because the compensation offered 
the preferred shareholders took the form of additional iti 

and additional charges. It could not, therefore, be regarded 


as an expedient likely to afford permanent relief unless the 
crisis was_ of very transitory charactér.1 } The other method 


ei, The best illustration of this method of relief from an accumulated load of 

ividends was the recent financing of the American Can Company. This con- 
solidation was at first unsuccessful and later met with a measure of success. Mean- 
while control had been obtained by a small group of speculators. In April, 1913, 
there had accumulated unpaid dividends on the preferred stock upwards of 33 %. 
During the year 1912 the profits appeared large, but this was due mainly to the 
cutting of the charges to depreciation from $2,500,000 in 1911, to less than $1,000,- 
ooo in 1912. On the strength of the liberal earnings, the speculators in control 
forced the price of the common stock from $11.25 to $47.37 within the year 1912, 
and the price of the preferred from $90 to $126, — all on rumors of liquidation 
of the accumulated preferred stock dividends. The stocks of the Company with 
$82,500,000 capitalization became the center of speculation and manipulation 
on the New York Stock Exchange. In February, 1913, the management sold 
$14,000,000 5 % debenture bonds to a syndicate of bankers at about 90 %, and with 
the proceeds the management paid off in April, 1913, 24% of the accumulated 
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_ was. to.require sacrifices from all the stockholders, preferred 
and common. The difficulty, here one of justice rather than 
expediency, was to arrange the sacrifices so that they should. be 
fair to each interest. When a common stock was selling for 
less than $10 a share, it made very little difference what plan 
was suggested, as the general opinion, registered by the market 
price, was that hardly any plan would probably benefit the stock 
to any extent. Considerable and drastic sacrifices could then 
be required of the common stockholders. But if the common 
stock had a market value, well above $10 a share, it-was essential 
that the plan should not be too stringent, as the public holders 
believed their common shares would ultimately yield some 
income in the normal course of the business. The ordinary 
method of readjustment in such a case was to require the pre- | 
ferred stockholders to surrender their claim to accumulated 
dividends, and to accept a security bearing a lower rate of income, 
and at the same time to require the common shareholders to 
undergo a severe cutting down of the par value of their holdings. 
Tf the plan bore particularly heavy on one class or the other, 
it was frequently necessary for the reorganization committee to 
form a new corporation to take over those securities of the old 
that consented to the plan. This had to be done in both the 
Leather and Malting cases, where the reorganizations were 
accomplished without legal insolvency. The greatest difficulty, 
perhaps, lay in bringing about the consent of the common. share- 
holders, even though the reorganization was distinctly in their 
favor. Low-priced securities are largely carried by brokers on 
margin and their holders show an almost unaccountable inertia. 
The adjoining tables summarize the use made of two methods 
of reducing the contingent charges.1. (Tables 1a and 10.) 


dividends. The bankers offered the bonds to the public at 973 %, but investing : 
interests showed little confidence in the credit of the company. The syndicate 
could not maintain the price of their bonds and the market for them fell to 92 %. 

' The method of changing stock into bonds, even though the total charge . 
was much less, could not have been used except in cases where the normal earning ; 
capacity of the corporation was well above the proposed new interest charges. 
Even then it was a dangerous expedient as the fixed charges on the new securities 
made more possible a forced reorganization, because of lapsed payments. In 
general, too, it was bad policy as any form of bonded debt tended to injure the - 


TABLE Ia. REORGANIZATIONS CONSUMMATED BY EXCHANGE OF STOCK INTO BONDS (Onty Securities ExcHANGED CONSIDERED). See page 608. 
Old Preferred Stock Compensation for Preferred Stock Pgmpenes lion i r Common New Bonds New Preferred Stock 
ae FESEs (ARMS Meson | SSI 
Old Ex- Ex- 
REORGANIZATIONS Date se (S - i ivi 
Divi- : Ate ommon | change | Other Kind | change ; Ex- : Divi- 5 
Contingent | Divi- Stock ‘ ae Ratio of | Assess- Kind of change | Assess- Amount Interest Fixed Amount dend Contingent 
"pwr Sop Charges dends Ratio ma ei aaa 2 ra ment Security Rate ment Rate Charges Rate Charges 
Per Bonds Security 
Share 
United States Leather Company; Central Leather Company ............... as 1905 | $62,282,300 8 $4,982,584 41% | $62,882,300 50% Piet ae $02 Common 30% $31,141,150 5 $1,557,057. | $31,141,150 7 $2,179,880 
an s = 1 Bond a 
National Starch Manufacturing Company; National Starch Company sacacss coer 1900 Bae kee 2 sen ere 3507 4,450,700 ee Beet erect eee Postered ste 1,000,000 5 50,000 2,470,524 6 148,231 
United Starch Company; National Starch Company ..................4. anaeree 1900 1,550,000 6 93,000 3,500,000 | 100% Preferred 45% 1,550,000 4 77,500 1,575,000 6 94,500 
National Salt Company; International Salt Company ...........cccccccecccccce 1900 5,000,000 7 350,000 7,000,000 | 100% | OneClassS.} 10 % One Class S. | 100% 5,000,000 5 PRs MMe cdoa 9 [i sang |i esac 
United States Realty and Construction Company; United States Realty and Im- 
PROVEINCHE Company Aot4c i. oe eae. oc acs felons Bee ce ce eo dees 1904 27,500,000 6 1,650,000 44% 33,500,000 50% | OneClassS.} 423% One ClassS.| 15% 13,750,000 5 687,500 


TABLE Is. REORGANIZATIONS INVOLVING AN EXCHANGE OF ONE ISSUE OF STOCK INTO ANOTHER (No Bonps ConsIDERED OR SECURITIES 


New r 
Fired and | Seas e 

New Contingent Fixed and 
Common Charges Contingent 
Stock | 0m Securities} Charges on 

Amount Given in Securities 
ae Involved in 

0) 

nae Exchange 
$39,701,030 | $3,736,037 | —$1,245,647 
5 198,231 — _ 200,937 
172,000 | + 79,000 
7,500,000 250,000 — 100,000 
16,732,500 687,500 — 962,500 
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See page 608. 


Old Compensation for Compensation for New 
Old Preferred Stock Common Preferred Stock _ Common Stock New Preferred Stock Common 
enue Stock in New Securities in New Securities Stock 
—— mulated =a Differences 
REORGANIZATIONS Date Divi- se Weer ; ees “ in sate 
Divi- ; change ind o change Kind of ivi- ; Charges 
Amount dend Te imp, Gends Amount Ratio New Ratio Serusity Amount dend an gy Amount 
Rate for Old | Securities | for Old Rate 
Stock Stock 
Glucose Sugar Refining Company; Corn Products Company .............++-+ ors 1902 $13,639,300 7 $054,751 $24,027,300 | 125% Preferred 125% Common $17,047,875 7 $1,193,351 $30,034,125 | + $238,600 added 
National Starch Company; Corn Products Company .............eeeeeeccceers 1902 4,028,300 6 241,698 2,595,900 05% Preferred 90% Common 3,826,835 7 267,878 2,336,310 |-++ 26,180 added 
Corn Products Company; Corn Products Refining Company ................+6% 1906 27,380,740 7 1,916,651 45,215,505 | 662% Preferred 663% Common 18,253,826 7 1,277,768 30,143,670 | — 638,883 less 
National Cordage Company; United States Cordage Company .............-4--- 1893 5,000,000 8 400,000 20,000,000 | 100% od Pref. 100% Common 5,000,000 8 400,000 20,000,000 Same 
United States Cordage Company; Standard Rope and Twine Company .......... 1895 14,000,000 | 6 and 8 1,000,000 14% 20,000,000 ee Common 20% Common 12,000,000 | —1,000,000 less 
40% A 
Ameuican Bicycle Company; Pope Manufacturing Company .............+.+6. ae 1902 9,295,000 7 650,650 14% 17,700,000 50% Common 25% Common 9,073,000 | — 650,650 less 
American Malting Company; American Malt Corporation .................0002- 1905 14,400,000 7 1,010,800 42% 14,500,000 | 62% | Preferred 44% Common | 8,952,800 $37,168 5,806,000 | — 473,632 less 
New England Cotton Yarn Company; New England Cotton Yarn Company ..... 1903 5,000,000 7 350,000 1% 5,000,000 70% Common 8% Common | 3,900,000 | — 350,000 less 
TABLE Ic. REORGANIZATIONS CONSUMMATED THROUGH EXCHANGE OF BONDS INTO STOCK. See page 610. 
Old Bonds Surrendered Stock Given in Exchange for Bonds ee ae Change in Charges 
REORGANIZATIONS Date ‘ Contingent Charges Percen- P - | Diff cei 
: Kind of Interest re é Interest Kind of A Fest Assess- fae i e tage of | Difference in eee Newiconed 
Bonds Rate moun Charges Security Sat ment Sane mount New to| Par Value | New to | tingent Over 
y Rate Amount Old Old Old Fixed 
= | | os 
a Underlying 6 st P 
National Cordage Company; United States Cordage Compan yrs ciesjisciclaie sic.clelsiziei= 1893 Woh 6 $6,000,000 $360,000 | st Pref. S. No 100% $6,000,000 6 $360,000 No 100% Seme 100% ° 
American Bicycle Company; Pope Manufacturing KOM DAD Yar aie leisiele cisisie aisle ole es 1903 Debenture 5 9,150,000 457,500 2d Pref. S. No 100% 9,150,000 5 457,500 No 100% Same 100% ° 
Mount Vernon-Woodberry Cotton Duck Company; Consolidated Cotton Duck Co. 1905 Income 5 6,000,000 300,000 | Pref. Stock No 50% 3,000,000 6 180,000 | 163% C.S. | 663% | —$2,000,000] 60% —$120,000 
Asphalt Company of America; General Asphalt Company ........--.--2++.500+ 1903 Coll. Trust 5 26,032,255 1,346,613 Pref.Stock Yes 50% 13,466,127 5 673,300 No 50% | —13,466,127| 50% — 673,306 
National Asphalt Company; General Asphalt Company .......-+.-2csceccsecese 1903 Coll. Trust 5 5,988,520 200,446 Com. Stock No 1.6% 40% 2,395,408 ° ° No 40% | — 3,503,112 — 200,446 
ze. ; ‘ tst Mort. 5 14,500,000 725,000 Pref. Stock No 40% 6,000,000 7 420,000 60% C.S. | 100% Same 8% — 300,000 
United States Shipbuilding Company; Bethlehem Steel Corporation ............. 1904 7 | Coll. Trust & 10,000,000 500,000 | Pref. Stock No 90% 9,000,000 7 630,000 60% Gas: 110% + 5,000,000 136%, + nes 
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. When only the contingent interest charges became a burden, 
the reorganization could usually be consummated without resort 
to the courts. If, on the other hand, the corporation found 
itself unable to meet its fixed charges, a receivership usually 
followed and ultimately a drastic reorganization. An essential 
purpose of such a reorganization would then be either to reduce 
or to eliminate all fixed charges, both of which results might 
be accomplished in either of two ways,— the bonds could be 
reduced in amount or rate, or the interest charges could be made 
contingent. Sometimes a compromise of the two devices 
was adopted, in which new bonds with lower interest rates were 
given for part of the old bonds, and preferred stock with a high 
rate of non-cumulative dividend for the other part. This was 
the method pursued in the final United States Leather Com- 
pany’s reorganization. 

Bondholders were usually unwilling to suffer a reduction 
either in the amount of their lien or in their rate of interest, 
and neither expedient was resorted to until it was entirely clear 
that the reorganized corporation could not endure the old 
fixed charges, and that the other security holders were willing 
to make conspicuous sacrifices. If the security behind the bonds 
had become markedly weak it was easy to obtain their refunding. 
For example, when, in 1907, it was clear that the real property 
behind the old Starch Manufacturing Company’s bonds had 
depreciated below the outstanding issue, the majority of the 
bondholders were willing to take 833 % of new bonds guaranteed 
by a stronger corporation. Such a case is, however, unusual.' 
Ordinarily the bondholders will seek to enforce their claims 
at law, and only when they find that their position is insecure 
general credit of the corporation. The other method of lessening the contingent 
dividend charge, by requiring a change from one form of stock into another, was 
the more conservative. The first two cases cited in the second table were instances 

‘ of reorganizations to extend the control of the market. ‘The management believed, 
therefore, that the new corporation could endure an increased contingent charge. 

1 Tn this particular case, notwithstanding the fact that the assets behind the old 
bonds were of little value, and that the Corn Products Refining Company was 
under no legal obligation to support the Starch Manufacturing Company’s bonds, 


there were a number of holders who refused to make the change, and sought to 
exact onerous terms from the Corn Products Refining Company. 


610 PROMOTIONS AND REORGANIZATIONS 


will they consent to accept a lessened principal or a: lessened 
interest rate. 

When the conditions of a corporation reached such straits 
that sacrifices on the part of its bondholders were required, it 
was found a wise policy to change the funded debt into a con- 
tingent liability —in other words, to force the bondholders to 
become stockholders. Frequently a new funded debt was 
created to pay for the assessments forced from the owners of 
all classes of securities; but quite as frequently the bondholders 
were persuaded to become stockholders on the distinct under- 
standing that no superior lien should be placed on the property. 
Thus in the final Asphalt reorganization, the old bondholders 
consented to take 50% of their holdings in new preferred stock 
but the conditions of issue were so firmly fortified that not only 
were no bonds to be authorized, but the Directors were pro- 
hibited from incurring more than a small floating debt. When 
preferred stock was substituted for bonds it not infrequently 
happened that the dividend was placed at a higher rate than the 
old bond interest, yet this dividend was usually not cumulative, 
or cumulative only after an interval of some years. The result 
was thus a distinct lowering of the fixed charges, although the 
contingent charges showed an appreciable increase. The table 
given on the preceding folded leaf summarizes the various con- 
versions of funded debt bearing fixed charges into stock with 
or without contingent charges. (Table 1c.) 

Ye 


Generalizations drawn from an array of statistical facts are 
frequently of little value because of the ease with which the facts 
may be selected to prove the truth or the error of any general 

/ Vv statement. J Little of universal application can be deduced 
from the few cases of reorganizations discussed in the descriptive 
part of this book. Yet, as these cases were selected at random 
more as types of the causes of failure than of the expedients 
of reorganization, the summary results have whatever logical 
significance a e random selection of evidence permits. The 
effects, in the thirty-two plans of reorganization described, 


4. Summary of Expedients 
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on the fixed and contingent charges of the corporations are. 
stated in the adjoining table. (Plate A.) Owing to the varying 
magnitude of the corporations described mere numerical averages 
are valueless. Percentages, too, convey little significance, 
because a slight change in charges, when the original charge: 
was small in amount, is indicated by a disproportionately large 
percentage. 

Leaving out all exceptional cases, and those in which the 
reorganized company had charges for the first time, there remain. 
twenty-seven cases in which a comparison is of possible value. 
An average of these. shows that the new fixed charges were 
about three-fourths of the fixed charges of the old corporation. 
Of those reorganization plans arranged primarily to extend the 
control of the market, — seven out of the thirty-two plans, — 
only one showed a decrease in fixed charges. The average of 
the new fixed charges was over twicé the fixed charges of the 
corresponding corporations before reorganization. Of the other 
group, — those plans, twenty-five in number, arranged to give 
immediate relief from financial burdens, — twelve showed _a 

lessening of fixed charges, seven the same fixed charges before 
as after reorganization and six a distinct increase. For the 
entire group, the average of the new fixed charges was about 
two-thirds * of the old. 

Comparisons of the fixed and contingent charges taken to- 
gether are somewhat more satisfactory because there are fewer 
exceptional cases which need to be omitted. Of the thirty-two 
plans, ten show increases in fixed and contingent charges and 
the remaining twenty-two, decreases. On the average the new 
fixed and contingent charges of the reorganized company 
were about five-sixths ‘4 of those of the old corporation. Taking 
those plans only which were arranged with a view of extending 
the control of the corporation over a wider field, four out of the 
seven show an increase in fixed and contingent charges, and three, 

178%. In stating these comparisons, it is fully realized that they have little 

éral significance, owing to the relatively few cases discussed and the exceptions 
and manipulation of figures upon which they depend. They are believed, however, 


tgaindicate general tendencies in industrial reorganizations. 
i, 204 %. 867%. 483%. 
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a reduction. As a whole, the group shows that the new fixed 
and contingent charges were about the same as the old. Con- 
sidering the other group, — reorganization plans arranged to 
relieve financial distress, — nineteen out of the twenty-five 
show a decrease in fixed and contingent charges, and six an 
increase. Taken as a group, the average of the new fixed and 
contingent charges was about four-fifths? of the old. A detailed 
statement of the various changes in fixed and contingent charges 
can be seen in Plate A. 

Although the changes in gross capitalization on account of 
reorganization are far less important than the changes in the 
amount of fixed and contingent charges, they are significant 
as indications of a certain recognition among business men 
of the principle that capitalization should be made commensu- 
rate with earning power. 

It has often been pointed out that, in railway reorganizations, 
the total gross capitalization has usually been increased, although 
the fixed charges were distinctly lessened. Large amounts 
of preferred and common stocks were issued to take the place 
of senior securities. This was perhaps expedient, because of 
the intangible values of a railroad; its right of way and its 
franchise are of indeterminate value when measured in terms 
of earning power. The decade following the period of railroad 
reorganization has vindicated the somewhat extravagant capitali- 
zation placed upon the larger systems of the country, because 
the earning power of railroads expanded with the prosperity of 
the nation. But industrial reorganizations have followed a 
different policy. Instead of increasing the gross capitalization, 
in the belief that the reorganization was necessitated by general 
rather than by special causes, the men who arranged the plans 
of industrial reorganization saw clearly that failure was due to 
an inherent weakness of the enterprise, and that no mere change 
in general business conditions could bring about a radical change 
in its fortunes. They therefore reduced the capitalization 


1 New 107 % the old. 2a Os 
* Daggett, Railroad Reorganization. Dewing, “ The Position of Income Bonds, 
as illustrated by those of the Central of Georgia Railway,’ XXV Q. J. E. 3090. 
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to such figures that if the company proved successful, some 
dividend could reasonably be expected on the common stock. 

The table given on the next plate shows the changes in gross 
capitalization brought about by the reorganization. As in the 
case of tne table of changes in fixed and contingent charges, 
the gross figures convey little real idea of the conditions. The 
percentages, however, may be averaged and so give results 
that are significant. Of the thirty-two plans discussed, it appears 
that the amounts of new securities bearing fixed charges, the 
lapse in the regular payment of which would create legal insol- 
vency were actually greater than the amounts of old securities 
of a similar nature sixteen times; they were less eight times 
and remained the same eight times. This proportion of cases, 
taken together with the tendency noted in a previous paragraph 
to decrease the fixed charges themselves, indicates that reor- 
ganization plans frequently decreased the interest rate on bonds 
and at the same time increased the principal of the lien. This 
condition, quite pronounced in some cases, was the result of a 
compromise between the reorganization committee, which 
demanded at least temporary sacrifices from bondholders, and 
the bondholders themselves who demanded the full principal 
of their lien. (For details see Plate B.) 

Turning to the classes of securities bearing fixed and contingent 
charges, the comparison has nothing so marked to show. Of the 
thirty-two plans, fifteen showed an increase in such securities, 
fourteen a decrease, while in three cases the securities bearing 
fixed and contingent charges remained the same. Little or 
nothing of significance can be gained by separating those reor- 
ganizations arranged for the extension of the market from those 
necessitated by financial distress. Apparently individual and 
specific motives operated in each case in determining the pro- 
portion of new bonds and preferred stocks to the old. 

If the entire volume of issued securities is considered, it appears 
that seventeen out of the thirty-two plans show decreases, 
fourteen increases, and one only remained the same. In average 
proportions it appears that the total new securities were 89% 
of the volume of the old securities. This reduction in the 
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volume, although involving an increase in the proportion of 
bonds, is distinctly different from the results shown in railroad 
and traction reorganizations, where the tendency has been to 
decrease the securities bearing fixed charges, but to increase 
the income bonds, and the preferred and common stocks. 

The task of summarizing the various expedients and the results 
which were accomplished by the reorganization of industrial 
corporations is simpler than the apparent complexity of the 
subject would seem to indicate. Omitting the few exceptions 
where reorganization was necessitated by other circumstances 
than financial failure, all reorganizations have sought to relieve 
the accumulated and unmanageable floating debt brought about 
by the deflection of money from the needs of the business to 
the payment of interest and dividend charges. This was each 
time the immediate cause of the crisis, and its relief the first 
consideration in any reorganization plan. But it was not the 
only consideration, for the conditions which brought about the 
financial disaster were fundamental in character and pointed 
to some weaknesses in either the trade or the financial policy 
of the corporation. With this in mind, all plans of reorganization 
have sought either to improve the corporation’s relative position 
in the industry, by securing to it a greater control and an im- 
proved management, or else to reduce the fixed and contingent 
charges so that the amounts required for interest payments 
should be within the minimum earnings of the corporation, and 
the preferred stock dividend requirements no longer a hopeless 
burden upon the future credit of the reorganized company. 
A successful reorganization plan proposed, therefore, more than 
a mere palliative; it sought to achieve the financial rehabilitation 
of the corporation along lines leading to permanent success. 
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EFFECT OF PLANS OF REORGANIZATION ON INTEREST AND CONTINGENT CHARGES! 


Op Form or CAPITALIZATION NEw Form OF CAPITALIZATION 1] Per cent 
izati : Increase or || Per cent of New 
REORGANIZATION oe of Decceeudulion: Total Interest on i Sif Total Dercase es epee | ie fain ec 
TISIS ns Interest : ota ota ‘otal Interest || Interest arges 
ne uccessful pate te Un dectsing Interest on | Total Interest | Contingent Interest and pe: Aitet interest so Interest on | Total Interest | Contingent Interest and Interest and Contin- || Charges to Old 
8 Bandai General Bonds Charges 2 Charges Contingent THEE zed es ea ying General Bonds Charges # Charges Contingent Charges gent Charges to Old Total 
arges NemiGani arges Charges 
a pital 
United States Leather'Company; Unnamed <2. ic 4.)ss.cin ccs cs,eeers oases 8 U fi % % 
Sapien ce eee eae fae iy tac tiie aS ul oe $330,000 $4,082,584 $5,312,584 $330,000 ass $330,000 $3,736,938 $4,066,038 Same —$1,245,646 Same 75 
; ce See a SS RI SU CSCO BGS EES See 16, eat « » 
National Starch Manufacturing Company; National Starch Company ............. see eeeeeeeee 1900 Successful Unknown soe ae se eats soe it See eyes ence Pale pau Bi en (alate peal pats m 
Pte Fatning Company) PR gas ei: ’ 297,000 §22,168 819,168 Unknown 240,000 182,000 422,000 250,231 672,231 + 125,000 | — 146,937 142 71 
e - : ¢ Corn Produc EEN DATEY, 05552 fos, stots sareip alata he ohenais a, s\eu in ehovslelerel ers 2 
saan : eae 2 . eicalins pany, 1902 | Successful ($75,000+) 313,620 $206,850 520,470 1,196,449 1,716,919 Unknown 446,970 446,970 1,959,993 2,406,963 — 73,500 | + 690,044 86 140 
‘orn Produc ompany; ‘Com, Products Refining Company” . . «« s.<.< 6:ccis,cielstsn cierga s)sisiacieieielaveihe ele 
Bee Gaskins errens< Thaed Saeear os cas alte ie cate ougeds 530,461 530,461 1,916,651 2,447,112 Unknown 530,461 Sen 530,461 2,100,000 2,630,461 Same + 183,349 100 108 
s Ro tee ET A Bo EE ETA SIE CIE 0 Gore ESO LIRA € 25,000 450,000 Scere 1,175,000 400,000 1,575,000 $52,000 50,000 52,000 1,000,000 1,352,000 — 82 _ 86 
United States Cordage Company; Standard Ro d Twi eee ae ‘ ee ; ae sil see pigs a ip ee = 
: r4 pany; pe‘and: F wine: Company ie-cde sills cisie's s.2i2 cctee ls wlalre 1895 Unsuccessful Unknown 120,000 400,000 520,000 1,000,000 1,520,000 70,000 312,500 382,500 vEB 382,500 — 137,500 — 1,137,500 73 25 
ame; SRI ing d= won aie Sats ele Ha y ee ee nee wimaiclo nie Sens oneal owen hisie ees 1895 Successful Unknown 120,000 400,000 520,000 1,000,000 1,520,000 70,000 180,000 250,000 337,590 587,500 — 270,000 | — 932,500 48 8 
Standard Rope and Twine Company; Standard Cordage Company .............-,++-0++ese cere 1905 Successful Unknown 164,400 6 6 ; } ‘ : ae : 
: ss 2 : 454 164,400 340,266 504,666 eee 140,269 140,269 118,084 258,353 - 24,131 — 246,313 85 51 
Westinghouse Electric and Manufacturing Company; Same .........-..eeee reece eee e eee eens 1891 Successful 181,000 18 8 
ete Sea! : Be ’ motels 1,000 Leerie 181,000 39,000 mkv 39,000 254,950 293,950 — 142,000 + 112,950 | 21 162 
eral En ae ce IQO07 nsuccessiu 54,500 I,500,000 2,354,500 280,000 2,634,500 2,200,000 2,200,000 280,000 2,480,000 — 154,500 — 154,500 95 04 
( = 5 SAME reste esses Rata name ne a thie e s 1907 Successful 854,500 1,500,000 2,354,500 280,000 2,634,500 1,750,000 1,750,000 280,000 2,030,000 — 604,500 | — 604,500 74 78 
National Salt Company; International Salt Company ............. 00sec eee eee e eects IQOL Successful 125,000 125,000 ° ( 
United States Realty and Construction Co.; United States Realty and Improvement Co U ful ; . eee AS /0c° 375,000 375,000 sees 375,000 + 250,000 | — 100,000 (300) 79 
Same; Same ci : eae: ey pita 1,650,000 1,650,000 866,250 866,250 866,250 || + 866,250 | — 783,750 52 
] mes Same sence esp oeess Debt ee ee tere eet eeeene sere eetceneeeeeee ec ee ees 1904 Successful eae ae aye es 1,650,000 1,650,000 687,500 687,500 SO, 687,500 + 687,500 | — 962,500 41 
American Bicycle Company; Pope Manufacturing Company ........-... 0... e seen cece eee eens 1902 Successful 90,306 457,500 457,500 650,643 1,108,143 spas ares ook 603,280 603,280 — 457,500 | — 504,863 55 
Pope Manufacturing Company (N. J.); Pope Manufacturing Company (Conn.) ...........-.+-+-. 1907 | Successful 98,400 Saat 98,400 574,715 673,115 50,400 saan 48,000 98,400 137,508 235,005 eae Seg Pe ee 
American Malting Company; American Malting Company ............ ese eeceecer cece cece 1899 Successful 180,000 * 15,000 sate 195,000 1,010,800 1,205,800 Ate 15,000 240,000 255,000 1,010,800 1,265,800 + 60,000 | + 60,000 131 105 
American Malting Company; Unnamed ............. 2.22 cece eee eeten nner e tn eenene 1903 Unsuccessful Unknown 15,000 231,660 246,660 1,010,800 1,257,460 Unknown 15,000 231,660 246,660 245,560 492,220 Same — 765,240 | 100 39 
ee we eee er oan ka ree 2 ae ek ‘ ae : RYistanctets 1905 ery Unknown 15,000 re pre 1,010,800 1,254,400 Unknown 15,000 228,600 ’ 243,600 537,168 780,768 Same — 473,631 Too 63 
a ewe e)PPiteeteuns 1903 uccessfu 100,000 263,150 150 0,000 53) sane ; _ _ 73 
Pebratpeemas Ds colt Mn tcprn, AN a seas eee =, isola as ats a eas oo antennal pcoye: 3 cya. “si Rib Seat atePen ts lores cow wane anne = he IQI3 Successful Unknown Sot : : . ie : 4 # Bee ee Unknown fit 7 : ‘ < ae Spee pape ae + gaat | ee 
Mount Vernon-Woodberry Cotton Duck Company; United States Cotton Duck Company ........ I9QOI Part successful] Unknown (15,000) 350,000 350,000 300,000 650,000 Unknown (26,750) 350,000 350,000 Ri aes Same _ eo | a 125 
Mount Vernon and United States Companies; Unnamed .......-...-. ec ceee ects ee cere eeees 1903 Unsuccessful Unknown 26,750 350,000 376,750 465,000 841,750 Unknown 26,750 562,500 589,250 660,000 Aa 50 + 212,500 | + ic. 500 || 157 149 
Mount Vernon and United States Companies; Consolidated Cotton Duck Company ...........-- 1905 Successful Unknown 26,750 400,000 426,750 465,000 801,750 Unknown 426,750 pate 426,750 345,000 771,750 Same — 120,750 | 100 88 
Consolidated and Bay State Companies; International Cotton Mills Corporation iia so-so te IgIo Successful Unknown 537,870 Nene 537,870 413,200 951,070 Unknown 537,870 120,000 657,870 437,520 1,095,390 + 120,000 | + 144 ae | 122 115 
International Cotton Mills Corporation; Unnamed ........... 0. cece reece nee eee e ene ennes IgIl2 Unsuccessful Unknown 537,870 114,000 651,870 437,520 1,089,390 Unknown 448,950 300,000 748,950 274,602 1,023,552 + 97,080 | — 65,838 | IIs 04 
International Cotton Mills Corporation (N. Y.); International Cotton Mills Corporation (Mass.) ..| 1013 Successful Unknown 535,050 II4,000 649,950 437,520 1,087,470 Unknown 439,000 240,000 679,000 412,362 1,091,362 ab 29,050 | + 3,892 | 104 100 
ree earn = Tee National Asphalt Company + ..........02-c00cecseescccsncecnees 1900 Successful Unknown 219,610 1,491,538 1,711,148 Rain 1,711,148 Unknown 1,711,148 300,000 2,011,148 479,044 2,491,092 + 300,000 | + 779,044 || 118 146 
sphalt Company of America 
ates pee RING General Asphalt Company ........--.eeee eee e reece eee teneees 1902 Successful Unknown 1,681,613 209,446 1,981,059 480,225 2,401,284 Unknown 210,000 210,000 700,000 910,000 — 1,771,059 | — 1,551,284 | II 37 
United States Shipbuilding Company; Unnamed .......- 2... 2-2: eee eee eee teeter eee es 1903 Unsuccessful 180,000 Not considered I,225,000 1,225,000 1,200,000 2,425,000 Small Not considered 600,000 600,000 1,120,000 1,720,000 == 625000, == we7os.000 | ae +s 
United States Shipbuilding Company; Bethlehem Steel Corporation . ........------++seeeeeeeee 1904 Successful Unknown Not considered 1,225,000 1,225,000 1,200,000 2,425,000 Not considered 1,050,000 1,050,000 — 1,225,000 | — 1,375,000 fis se 43 


1 Sometimes including small ‘issues, though general for the corporation issuing them. 


2 Floating debt charges are included in the computation only when the reorganization turns on the funding of these obligations. 


3 Allowing, in some cases, for interest on new money not otherwise appearing on the computation. 


Per cent of 


; Change in Securities 
Securith aes Securities Change in he Bearing | Per cent 
GaraNes Bearing Bearing Total Interest | Fixed and | Total New 
jee Total Fixed Fixed and Securities Bearing Con- Securities 
ixed and eecunitics Charges Contingent to Old tingent to Old 
Contingent Charges Charges 
Charges to Old 
% %G % 
$67,782,300 $130,664,600 rant zoe 100 100 © 100 
67,562,300 107,263,330 +$31,141,150 af be —$23,181,270 690 100 82 
11,810,524 14,060,524 + 2,690,000} + 744,324] — 6,456,376 154 107 69 
36,139,000 84,048,935 || — 1,225,000 | + 9,107,400 | + 28,299,136 87 134 151 
39,404,360 89,404,360 biaeve + 2,619,260 | + 1,928,755 100 107 102 
21,500,000 41,500,000 - 157,000 | + 8,843,000 | + 8,843,300 98 170 127 
71455500 23,705,500 || — 1,400,000 | — 15,400,000 | — 19,150,000 84 32 55 
10,955,500 22,955,500 — 4,650,000 | — 11,900,000 | — 19,900,000 47 48 5I 
5,167,060 7:920,345 ae 65,373 | — 4,378,270 | — 13,570,845 102 54 37 
4,292,150 9,493,090 + 650,000 | + 4,292,150 | + 2,713,000 es fan 140 
48,000,000 71,900,000 + 14,000,000 | + 14,000,000 | + 14,000,000 146 141 124 
39,000,000 75,021,500 + 5,000,000 | + 5,000,000 | + 17,721,500 116 115 130 
7,500,000 26,250,000 + 5,000,000 ane + 8,150,000 300 100 145 
19,250,000 34,200,000 + 19,250,000 8,250,000 | — 26,800,000 7° 57 
13,750,000 30,462,500 |/ + 13,750,000 | — 13,750,000 | — 30,537,500 50 50 
11,579,676 20,652,501 — 9,150,000 6,865,224 | — 15,493,809 63 57 
3,093,250 6,893,250 + 800,000 | — 7,922,850 | — 14,122,850 28 33 
18,656,000 33,156,000 -++ 4,000,000 | + 4,000,000 | + 4,000,000 ae 126 113 
10,256,000 16,395,000 — 8,301,000 | — 16,662,000 100 55 50 
13,018,800 18,914,800 — 5,487,200 | — 14,091,200 100 70 57 
7,203,000 II,163,000 — 3,000,000 | — 4,100,000 100 71 73 
3,000,000 4,500,000 + 2,000,000 | + 2,000,000 a 300 180 
15,750,000 25,750,000 mites + 2,750,000 | + 3,250,000 100 I21 II4 
23,675,000 27,675,000 + 4,250,000 | + 7,500,000 | + 1,500,000 157 146 105 
14,175,000 21,175,000 SAD — 3,000,000 | — 6,000,000 100 83 80 
18,595,000 26,271,205 + 2,000,000 | + 1,526,000 | + 1,802,295 120 109 107 
24,118,046 209,676,811 + 1,618,000 | + 5,623,046 | + 3,505,516 II4 131 113 
18,608,600 28,304,632 + 505,000 | + 145,600 | + 2,165,337 104 Ior 108 
47,490,000 59,040,070 + 6,000,000 | + 13,999,070 | — 7,808,450 119 142 88 
17,501,020 27,501,020 — 35,420,775 | — 20,424,519 | — 30,976,089 9 38 48 
28,000,000 43,000,000 — 12,500,000 | — 16,500,000 | — 26,500,000 49 63 62 
15,000,000 30,000,000 — 24,500,000 | — 29,500,000 | — 39,500,000 34 43 
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